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DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


TUESDAY, APRIL 29, 1952 


Hovusrt or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to call, Hon. Brent Spence, 
chairman of the committee, presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Rains, Multer, 
Deane, O’Brien, Addonizio, Dollinger, Bolling, Burton, Fugate, 
Barrett, Wolcott, Talle, Kilburn, Cole, Nicholson, McDonough, 
Widnall, and Betts. 

The CHarrmMan. The committee will be in order. 

We are met this morning to consider H. R. 6546, a bill to amend and 
extend the Defense Production Act of 1950, as amended, and the 
Housing and Rent Act of 1947, as amended. 

(The bill referred to is as follows: ) 

[H. R. 6546, 82d Cong., 2d sess.] 


A BILL To amend and extend the Defense Production Act of 1950, as amended, and the Housing and Rent 
Act of 1947, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the ‘‘Defense Pro- 
duction Act Amendments of 1952”. 


TITLE I—AMENDMENTS TO DEFENSE PRODUCTION ACT OF 1950, 
AS AMENDED 


PRIORITIES AND ALLOCATIONS 


Src. 101. (a) The last sentence of section 101 of the Defense Production Act 
of 1950, as amended, is amended to read as follows: ‘‘No restrictions, quotas, or 
other limitations upon the slaughter of livestock shall be maintained which would 
limit the quantity of livestock slaughtered by processors to less than 100 per 
centum of the total quantity of livestock offered for sale to all such processors for 
slaughter. Whenever the number of livestock offered for sale in a particular area 
for slaughter exceeds the quotas previously established for the period upon the 
basis of anticipated marketings, the President shall promptly adjust quotas to 
permit the marketing of all such livestock. Whenever the President invokes the 
power given him in this title to provide for the distribution of a species of livestock 
among the slaughterers of such species, he shall also provide for the allocation of 
the product of such species in such manner as to assure nonslaughtering processors 
and wholesalers thereof in the normal channels of distribution their normal share 
of the available civilian supply.” . 

(b) Section 104 of the Defense Production Act of 1950, as amended, is hereby 
repealed. 

EXPANSION OF PRODUCTIVE CAPACITY AND SUPPLY 


Sec. 102. Subsection (b) of section 304 of the Defense Production Act of 1950, 
as amended, is amended by striking out ‘$2,100,000,000” and inserting in lieu 
thereof ‘‘$3,000,000,000’’. 


1 
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PRICE AND WAGE STABILIZATION 


Sec. 103. (a) Paragraph (4) of subsection (d) of section 402 of the Defense 
Production Act of 1950, as amended, is hereby repealed. 

(b) Subsection (k) of section 402 of the Defense Production Act of 1950, as 
amended, is hereby repealed. 


CONTROL OF CONSUMER AND REAL ESTATE CREDIT 


Sec. 104. (a) Section 601 of the Defense Production Act of 1950, as amended, 
is amended by striking out the second paragraph thereof. 

(b) Section 605 of the Defense Production Act of 1950, as amended, is amended 
to read as follows: 

“Sec. 605. To assist in carrying out the objectives of this Act the President 
may at any time or times, notwithstanding any other provision of law, reduce, 
for such period as he shall specify, the maximum authorized principal amounts, 
ratios of loan to value or cost, or maximum maturities of any type or types of 
loans on real estate which thereafter may be made, insured, or guaranteed by 
any department, independent establishment, or agency in the executive branch 
of the United States Government, or by any wholly owned Government corpora- 
tion or by any mixed-ownership Government corporation as defined in the 
Government Corporation Control Act, as amended, or reduce or suspend any 
such authorized loan program, upon a determination, after taking into considera- 
tion the effect thereof upon conditions in the building industry and upon the 
national economy and the needs for increased defense production, that such 
action is necessary in the public interest: Provided, That in the exercise of these 
powers, the President shall preserve the relative credit preferences accorded to 
veterans under existing law. Subject to the provision of this section with respect 
to preserving the relative credit preferences accorded to veterans under existing 
law, the President may require lenders or borrowers and their successors and 
assigns to comply with reasonable conditions and requirements, in addition to 
those provided by other laws, in connection with any loan of a type which has 
been the subject of action by the President under this section. . Such conditions 
and requirements may vary for classifications of persons or transactions as the 
President may prescribe, and failure to comply therewith shall constitute a 
violation of this section.”’ 

(ec) Section 606 of the Defense Production Act of 1950, as amended, is repealed. 


GENERAL PROVISIONS 


Sec. 105. (a) Paragraph (4) of subsection (a) of section 714 of the Defense 
Production Act of 1950, as amended, is amended by striking out ‘11952’ and 
inserting in lieu thereof 1954’’. 

(b) Subsection (a) of section 717 of the Defense Production Act of 1950, as 
amended, is amended by striking out 1952” and inserting in lieu thereof ‘11954’. 


TITLE II—AMENDMENTS TO HOUSING AND RENT ACT OF 1947, 
AS AMENDED 

Sec. 201. (a) Subseetion (e) of section 4 of the Housing and Rent Act of 
1947, as amended, is amended by striking out “June 30, 1952” and inserting in 
lieu thereof ‘June 30, 1954’’. 

(b) Subsection (f) of section 204 of the Housing and Rent Act of 1947, as 
amended, is amended by striking out “June 30, 1952” and inserting in lieu thereof 
“June 30, 1954’’. 

The CHAIRMAN. We are to hear Mr. Putnam, Administrator of the 
Economic Stabilization Agency, Governor Arnall, Director of Price 
Stabilization, and Mr. Nathan Feinsinger, Chairman of the Wage 
Stabilization Board. 

In order to expedite the hearing, it might be well to let each of 
these witnesses present his statement without interrogation, and then 
have them sit as a panel to ans ‘er questions, because the scope of 
the inquiry is so wide that no one of them can answer all the questions 
that might be propounded to him. 

If that is satisfactory to the committee, we will proceed in that way. 
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Mr. Rains. You mean all three of them will be available at one 
time for questioning? 

The CHarrMAN. Yes; in order to expedite the proceedings. If we 
have them one at a time, one may say “This question is more within 
the jurisdiction of the other witnesses,” and I thought it might expe- 
dite the matters to proceed in this manner if it is satisfactory to the 
committee. 

Is there objection to proceeding that way? If not, that is the way 
we will proceed. 

Mr. Coxe. Mr. Chairman, | understand we will have ample oppor- 
tunity to ask questions? 

The Cuarrman. Absolutely. It is not done with any intention to 
prevent free interrogation. It is merely to get their statements in 
first, and then to have them sit as a panel and jointly answer the 
questions. The scope of this inquiry is so wide that no single one of 
them has all the answers, and no single one of them has jurisdiction 
over all the problems. If that is agreeable, that is the way we will 
proceed. 

Mr. Putnam, you may proceed with your statement. 


STATEMENT OF ROGER L. PUTNAM, ADMINISTRATOR OF THE 
ECONOMIC STABILIZATION AGENCY 


Mr. Putnam. Mr. Chairman, and members of the committee, since 
this is my first appearance before the House Committee on Banking 
and Currency as Economic Stabilizer, I think it might be appropriate 
for me to start off today by telling you briefly why I have taken this 
job and what I think the job involves. 

I did not come down here with any intention or desire of making a 
career out of administering price and wage and salary and rent con- 
trols. Asa businessman, I am certainly no advocate of Government 
controls for controls’ sake. I would like to see us get rid of these 
controls as soon as it is safe for us to do so. 

On the other hand, I deeply believe in the necessity for us to build 
our armed strength quickly and powerfully. I believe the survival 
of freedom as we know it hinges on our success in achieving that kind 
of strength. And I am completely convinced that we cannot have 
the military strength we need unless our economy is kept strong— 
strong enough to support a military effort of such scope and magnitude. 

To maintain a strong economy we must make sure that prices 
and wages and salaries and rents are kept in stable and reasonable 
balance. And it is my opinion—as it was the opinion of this com- 
mittee and of the Congress in 1950-51—that in a period of great 
economic upheaval such as we are now going through, we cannot hold 
costs and prices in line effectively without the help of the direct 
controls which are my responsibility. 

So, while I don’t like the controls, I want to make clear that I am 
not in the anomalous position of trying to do a job I don’t believe in. 
For I believe the controls I administer are absolutely necessary right 
now. If I didn’t think so, I can assure you I’d have said so long 
before this and I’d have been on my way back to Springfield, Mass., 
on the first plane out. 

Since I am so convinced that the direct controls are necessary, 
then I think the job of Economic Stabilizer is to administer them as 


. 
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fairly and as effectively as possible. But that doesn’t mean a flat 
freeze of the economy. It means achieving and maintaining a stable 
balance. It means providing the maximum degree of flexibility. 
It means letting go—easing the inevitable red tape—wherever possible. 
But it also means holding on to the structure of controls—both 
active and stand-by controls—unti Ithe danger of inflation has sub- 
stantially been removed and the military program is safely over the 
hump, with our expanded productive capacity in place and the flow 
of necessary materials assured for both military and civilian needs. 

In coming before you today to urge the renewal of the Defense 
Production Act for 2 years beyond next June 30, and to ask you to 
strengthen the stabilization provisions of that act, I am basing my 
case on three main considerations: 

1. We are still very much involved in the same dangerous inter- 
national situation which originally called forth our gigantic defense 
effort and led to the enactment of this legislation. 

2. We are still in the midst of an inflationary economy, even though 
some markets have softened and some prices have eased. 

3. We are still only midway in our defense production program, and 
the rate of defense expenditures will continue rising for months to 
come. 

[ am sure I do not have to elaborate on that first point—that is, 
that the international situation remains precarious. The endless 
negotiations for a truce in Korea have demonstrated in a hundred 
different ways that communism simply does not have the will to a 
peace. Not until we have established in the free world a force so 
strong that communism will not dare further aggressions can we hope 
to see the climate in which peace can really flourish. And until that 
day arrives our danger remains acute. 

Obviously, therefore, we must carry on with the defense program we 
have undertaken, and we must be prepared for any eventuality. 
That means we must remain on guard against any sudden change in 
the picture—a change such as occurred so suddenly nearly 2 years ago. 

The facts show, however, that strong pressures for more inflation 
exist in the economy right now. Of course, we can point to a number 
of areas where the pressures are off and prices have come down some, 
but on the whole, the soft spots are exceptions and the economy 
generally isa hard one. About 71 percent of the average family budget 
is spent for items at or within 2 percent of peak levels they reached 
in 1951, and 85 percent are within 5 percent of their 1951 peaks. I 
don’t believe the housewives of America are under any impression 
that prices generally are low or “‘soft.’’ Quite the contrary. 

The obvious reference right now in any discussion of the relative 
softness or hardness of the economy would, of course, be the current 
crisis in steel. If wage-increase pressures were not present—and 
strong—in the economy, we would certainly not be in the situation 
we see in the steel industry. And if we had, in fact, a slack economy, 
I doubt if the steel industry would be seeking a price increase to 
compensate for a wage increase. In a slack economy, the competition 
we would then see among metals producers would make it impractical 
for the steel industry to raise prices. The crisis in steel is, therefore, 
symptomatic of continuing inflationary pressures. 

Unless we come out of the steel crisis with our stabilization lines 
holding firm and secure—well, I think all of us realize the consequences 
of what can happen. 
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The wage raise recommendations in the Steel case do not set any 
new pattern under stabilization. They come within existing regula- 
tions and previous wage movements in other major industries. | can 
show you more of that probably in the questioning period. 

Steelworker wage increases would, under these recommendations, 
merely be catching up with those in automobile, coal, meat packing, 
rubber, shipbuilding, and many others. 

Similarly, the price increases I have ordered made available to the 
steel industry do not represent any new pattern under stabilization. 
They are, of course, those increases required under section 402 (d) (4), 
the so-called Capehart amendment. 

So here is the situation we face—the stabilization crisis we face— 
in the Steel case: 

The steelworkers are satisfied to settle for the wage increases which 
the Wage Stabilization Board recommended for them—within the 
stabilization program. 

The steel companies, on the other hand, are not satisfied with the 
price increases which are available to them—within the stabilization 
program. 

Thus, the threat to stabilization inherent in this case stems from 
the demands of the steel industry for more of a price increase than 
the rules allow. If we give in on that—if we back down and say they 
can have a full pass-through of any wage increase—we are going to 
have to reschedule this whole stabilization program on a much higher 
price level. I don’t mean only for steel. I mean for everyone. 
And once we do that for industry, the proposed wage rate increases 
for steelworkers which have caused such a commotion these last few 
weeks are going to look mighty mild compared to the demands you 
will see from workers in other industries who, in many cases, have 
already received almost everything permitted under our present 
wage stabilization ryles. 

If the Pandora’s box were opened to higher prices for steel than the 
rules allow, and those higher -prices were pyramided all through the 
economy to give a shot-in-the-arm to the Consumers’ Price Index, 
wage stabilization, which up to now has been so effective in holding 
wage pressures under control, would have to follow the price level 
on up—the repercussions of higher steel prices would be felt all through 
the economy. 

But holding the price line in steel—and I believe with all my heart 
that we must—does not, I must warn you, mean that we will not still 
face a good deal of inflationary pressure. For we are in the process 
of superimposing on what is now a generally inflationary economy an 
additional defense “take’’ over the next year or so of many billions 
of dollars. 

So far, since we imposed the direct controls in January 1951, we 
have been able to absorb total security expenditures of about $1 billion 
a week without unloosing a spiral of inflation. I say total security 
because I include not only military spending alone, but mutual aid, 
atomic energy, and other things going into the security program. 

This has been a wonderful achievement. It has been possible only 
because consumers and businessmen have had their confidence restored 
in the value of the dollar. They have seen the controls put to work 
at a time when costs were soaring, and since then they have seen 
those costs held in check. Their confidence in stability has been a 
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major factor in maintaining stability. Consumers have saved their 
money; business has stopped overbuying. 

However, the danger is always present that a change in the inter- 
national situation could start a new buying spree that might be worse 
than that after Korea—because the spendable funds are there. In 
other words, people have been saving a great deal during this past 
year and a half. They have money available to spend, and a scare 
such as happened before—such as Korea gave them—could start off 
a buying spree bigger than the post-Korean buying spree. And that 
fact alone makes it imperative that we keep our stabilization machin- 
ery oiled up and in top operating condition, particularly while we con- 
tinue to step up the rate of military expenditures. 

We may not need all parts of this machinery going at full blast all 
the time, but we must be in a position to use whatever parts of it are 
necessary to meet any of the many problems which could develop. 
Economic preparedness is just as essential to our safety as military 
preparedness. 

It is particularly important for us to maintain our stabilization 
machinery if tax rates are not raised and our military program throws 
us deeper into deficit financing. 

I know you are going to be listening over the next few weeks to a 
parade of witnesses demanding that you remove the direct controls 
either across the board or for particular interest groups. In the former 
category are those groups which are against controls on general prin- 
ciples, in season or out of season, regardless of how much of a drain 
defense is making on the civilian economy and regardless of the danger 
of inflation. They say to you that we should rely entirely on indirect 
controls to stem inflation danger. But after they tell you that, they 
go down the corridor to other committees of Congress and oppose 
any increase in corporation or individual income taxes. So I’m not 
sure—as I guess you are not either—how they really do think we 
should hold inflation in check. 

The second category of witnesses opposing controls consists of those 
who endorse the principle of holding prices and wages in line but find 
special reasons why their own particular fields should not be included. 
So again it’s a case of control the other fellow—not me. Obviously, 
however, if inflation is in fact a danger, then we must all share in the 
sacrifices involved in fighting inflation successfully. 

I don’t have to give you examples of the special groups which will 
come in, of all sorts. They will be here. There needs to be some- 
body who is the lobbyist for the consumer, and that is what I consider 
my job to be. I am here for the millions upon millions of people who 
are not going to be represented by lobbyists here. 

The other lobbyists, I assume, will represent a couple of million, and 
I am trying to represent the rest of the people, in protecting them 
against price rises, keeping their dollars safe. 

In referring to the arguments you will hear for special treatment, I 
want to make clear that I am talking now not abeut the demands for 
improving the operations of the controls but rather about the demands 
you will hear for decontrol—for removal of controls over this or that 
segment of the economy. Those, | firmly believe, must be resisted by 
the Congress if stabilization is to fall equally firmly and equally fairly 
on all groups. 
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On the other hand, there is some justification for the position of 
many groups which will appear before you that present controls can 
be relaxed here or there where the pressures have eased off substan- 
tially. 

While it can be argued that the controls are not really hurting those 
industries where prices are soft, I don’t believe that is enough of a 
defense for keeping them on. Where we don’t need the controls as 
of now, we should put them on a stand-by basis—and that is just what 
we are doing. Governor Arnall will tell you more about what he is 
doing in the Price Office in that direction when he testifies. We have 
already relaxed controls in a number of industries, and we are studying 
other places where the same thing can be done. 

We have been developing standards under which we can suspend 
ceilings in some areas and suspend record-keeping and reporting 
requirements in others, where these steps will not interfere with ef- 
fective stabilization. Last week, for instance, after we announced 
our preliminary standards for supension action, OPS immediately 
applied them to 16 soft-market items on which ceilings were suspended. 
And it is continuing to work on this problem. 

But even while we are in the process of suspending some controls 
and easing others, we are, you might say, keeping our powder dry. 
We want to be ready to move promptly to throw on the brakes if 
anything should happen to send any of these presently soft prices 
shooting up again. Some of them are quite volatile. As we learned 
back in 1950, it doesn’t necessarily take the development of an actual 
shortage to set them off—all it takes is the fear, irrational though it 
might often be, that a shortage might exist. One of the best illustra- 
tions of that I can think of was the panic which swept sugar off 
the shelves of just about every grocery store in America a few days 
after the Korean outbreak nearly 2 years ago. And yet there was 
plenty of sugar available. 

We know we are going to continue to operate in difficult economic 
waters in the next 2 years as we step up the rate of defense expendi- 
tures and limit the civilian consumption of many defense materials. 
We know that unless we can hold the cost of living in line, wage rates 
will continue to follow upward, and as long-term wage contracts 
expire the workers will seek not only a catch-up but a get-ahead for- 
mula for pay increases. 

All of these things add up to a need not only for a continuation of 
the present stabilization powers but for a strengthening of them. 
It means, for instance, that we must be prepared to keep meat flowing 
in orderly and customary channels of trade—and that means restora- 
tion of slaughter quota powers. It means that we must have the 
ability to prevent the automatic pass-through of cost increases into 
price increases—and that means elimination of the Capehart amend- 
ment principle from the law. It means we must be able toprevent 
the compounding and pyramiding of any necessary price increase 
which may have to be granted from time to time at the manufacturing 
level into a much higher price increase at the retail level—and that 
means repeal of the principle involved in the Herlong amendment. 

It means that we must restore enough flexibility to our consumer 
credit control powers to be able to tighten them or loosen them as 
conditions change—and that means repeal of the present restrictions 
on the Federal Reserve Board’s authority over regulations X and W 
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We are not asking for any expansion of the powers you originally 
provided the Government for the fight against inflation. We are 
asking primarily for a restoration of those powers. We believe you 
gave the country a good law in 1950. We believe the philosophy 
which led you to enact the original law is still the proper one for the 
Congress to follow—that is, to recognize the points of danger well in 
advance and to allow sufficient flexibility so that we can prepare 
adequately to cope with all developments. 

We do not have that flexibility right now. 

Now, Mr. Chairman, that is the end of my prepared statement. I 
know that Mr. Feinsinger is present, Governor Arnall is here, and 
you suggested that they both present their statements before ques- 
tioning, although I am ready to answer any questions. 

The CHarRMAN. The committee has agreed that because of the 
wide scope of this inquiry that we will hear from all three witnesses 
before they are interrogated, so we will now call on Governor Arnall for 
his statement. 


STATEMENT OF ELLIS G. ARNALL, DIRECTOR OF PRICE STABILI- 
ZATION 


Mr. Arnau. Mr. Chairman 

Mr. Wotcorr. Mr. Chairman, may I propound an inquiry? 

The CHarrMan. Yes, sir. 

Mr. Wo.corr. It is a quarter to 11 and this statement is 37 pages 
long, and it would take the rest of the morning for Governor Arnall 
to read this statement. 

The CuatrmMan. We will go on this afternoon, Mr. Wolcott, and 
they will all be subject to interrogation as a panel this afternoon, and 
if necessary, tomorrow morning. 

Governor Arnall, you may proceed. 

Mr. Arnaui. Mr. Chairman and distinguished gentlemen of the 
committee 

Mr. Wotcorr. Pardon me, Governor Arnall. Do I understand you 
will be here this afternoon? 

Mr. Arnau. Yes, sir, I will be at the pleasure of the committee. 

Mr. Woxtcorr. And Mr. Feinsinger and Mr. Putnam? 

The CHarrmMan. Yes, sir, they will all be here this afternoon and if 
necessary, tomorrow morning and will be subject to the interrogation 
by members of the committee. 

Mr. Arnau. Mr. Chairman and gentlemen of the committee, this 
is my first appearance before your committee. I know, however, of 
the deep interest that this committee has taken in the past in the 
problems of economic stabilization, and the wise leadership it has 
provided to the Congress in these matters. 

As | appear before you today, the stabilization program faces one 
of its greatest tests. I am speaking, of course, of the steel problem 
and the controversy and emotion it has aroused. I know that it is 
difficult for any of us to divorce ourselves from the heat of this con- 
troversy and to concentrate calmly and dispassionately upon the 
pressing stabilization issues which confront our nation today. 

But the steel crisis is only one of the problems we face. Perhaps 
even more important are the problems arising from the mixed and 
uncertain economic climate. It is very easy to be tempted by those 
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who tell us that since the fires of inflation seem at the moment to be 
under control, we should throw-away our fire-fighting equipment, and 
send the fire fighters home. Some even say that we should repeal the 
authority which permits a fire department to exist. 

It is this problem—perhaps even more than the steel crisis—-which 
provides us as a nation with the real test of our wisdom and self- 
discipline. If we can pierce through the fog of emotionalism and 
controversy, and deal calmly with fundamentals, | am sure that we 
can survive this test. 

I believe that the Congress will extend the stabilization provisions 
of the Defense Production Act. I believe that the overwhelming 
majority of the American people want to see price control authority 
continued. They can visualize what would happen if Congress failed 
to extend authority for price stabilization. They know—as you and 
I know—that a great many prices would immediately begin to rise. 
Our cost of living, now at record levels, would resume its climb. Steel 
is our biggest problem, but it is far from being the only one. The 
Office of Price Stabilization is under constant and heavy pressure to 
raise ceilings on many commodities in vital areas. 

With the defense mobilization program still gaining momentum and 
with purchasing power at a peak level, once an upward movement 
were to start, it could quickly spread. Such an upward movement 
would soon affect even those prices which at present are considered 
soft. We must remember that every seller’s price is someone else’s 
cost. Businessmen, facing higher costs, would be under pressure to 
raise their prices. Consumers could find their cost of living going up 
even further—and we all know that the cost of living is today the 
most significant factor affecting the wage level. 

Without direct controls we could again have a wave of scare 
buying and speculative inflation such as characterized the period from 
the Korean imvasion to the general price freeze of January 1951. 
During the first 8 months after Korea, and without direct price con- 
trol, consumer prices went up 8 percent—an average rate of 1 percent 
a month. Each 1 percent rise im these prices meant a $2 billion 
increase in the cost of living for American consumers. During the 
14 months since the price freeze became effective, however, consumer 
prices have risen 2.3 percent—less than one-fifth of 1 percent a 
month—and well over half of this increase has been due to the rise of 
prices over which OPS has had no control. 

The index of consumer prices computed by the Bureau of Labor 
Statistics remained stable between December 15, 1951, and January 
15 of this year. It then declined 0.6 percent from January 15 to 
February 15. But the figure for March again showed a slight in- 
crease. Although seasonal factors may give us approximate stability 
for the next few months, I think that we shall be doing very well if 
we can avoid a new peak in consumer prices during the next 6 or 9 
months. 

As always in our complex economy, changes in the average Jevel 
of consumer prices are, of course, the net result of many diverse 
movements. Some commodities have gone up more than che average, 
some less, and some have declined. But the impression has been 
created that in recent months a large proportion of consumer goods 
prices have come far down from their previous peaks. 

What has really happened? 
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To get the facts, we have asked the Bureau of Labor Statistics to 
analyze the prices of all goods and services entering into its Consumer 
Price Index in order to ascertain what has actually happened to prices 
this past year. This index is an accurate reflection of the importance 
of each price in the total consumer expenditure. 

The latest breakdown which the Bureau has been able to give us 
was for March 1952. The full tabulation of the figures is in your 


hands. 


(The table referred to is as follows:) 


Classification of consumer price index items by percentage decrease in price from 


1951-52 high to Mar. 15, 1952 with 
item in total index 


Relative 
impor- 
tance in 
all 
No decrease: items ! 
Cporaremhe 2s ESS Bee's 0. 15 
Core eee i to ok eas ce . 04 
ON WIND ons oie ec eee 2. 13 
Vanilla oookies._........... . 28 
Milk fresh: 
Pree se 2. 24 
sep Bet pS Aaa 1. 68 
Ice cream __-___- eer re . 54 
Milk, evaporated ___-------- ae | 
Bananas. treah .47 
nde fe en . 28 
Potatoes, white, fresh__-_-~-_- 1. 01 
Sweetpotatoes, fresh_------ 15 
Overcoats, wool, men’s?____ —_. 24 
Sweater, wool, men’s ?____- . 08 
Suit, wool, women’s. _-__-_- . 60 
Suit, wool, boys’_._..----- . 05 
Mackinaw, wool, boys’2__._. _ . 10 
Suit, cotton, men’s ?_____-- . 01 
Panties, cotton, girls’______ . 04 
Suit, rayon, tropical, men’s ? . 07 
Rubbers, dress, men’s__--—-- . 04 
Sat, Pelt eee i sie. «k2 
Gloves, leather, women’s 2__ . 03 
Girdles, women’s_______-_- . 39 
Pe Se eh ea 11. 10 
Anthracite, Pennsylvania__._.—_. 27 
Fituminous coal___.....--- . 43 
Bo EIR E ne AA . 09 
OS SS eee . 03 
Baa eae 1. 08 
it se ores SAE ee . 86 
Rug, felt base_____- ie | 
Vacuum cleaner, electric _ _ - . 22 
Dinnerware, 53-piece set...  —. 22 
Pan, aluminum o.oo . 16 
ON 26 ais Pie. . 04 
Washing machine, electric... 76 
PRBS ION ios se cle es 3. 29 
c,h ee Sl ee cs . 24 
(epee 7 2 Lisl. 2 eee 1. 80 
Asie Memes soe oe ss 3 . 66 
Auto insurance_____.___-__- . 66 
Auto license, fees and regis- 
NG ARs ho ale 24 
Streetear and bus fares____- 3. 25 


See footnotes at end of table, p. 12. 


rela‘ive importance as percentage of each 





Relative 
impor- 
tance in 
all 
No decrease—Continued items | 
Railroad fares, coach____-_- 0. 65 
Physivians office visit _____- . 60 
Physicians house visit___-_- . 51 
Physicians obstetrical care_. .19 
Surgeons appendectomy, 

cy aaa sigh tl 12 
Specialist fees, tonsillecto- 

My ens ote ae 12 
Dentist fees, filling ~~ -_--_- . 78 
Hospital rates, men’s pay 

OS oe re . 27 
Hospital rate: room_______- . 32 
Group hospitalization __---- . 93 
Optometrist fees, eyeglasses, 

NID cas Oise ae ak . 22 
Premorawems ee . 34 
on ci ki Se eet OP ge Le gD . 06 
Tincture of iodine______--_- . 08 
Miik of magnesia____-_--_--- oe if 
Laundry bundle services___ 1. 07 
Domestic services _ _ _ - - ee. Re 
Residential telephone serv- 

Wi atcuk. §. stGe sas . 65 
aS Teer eee 1. 40 
Te es elie cee 1. 76 
Haircuts: men’s.__........  . 62 
Beauty shop service, sham- 

poo and wave set_____--- . 26 
Beauty shop service, per- 

manent wave_-___-.__--- «18 
Home permanent wave re- 

Bis Ste Pt . 03 
Pace powder: =... 5 fos ce . 31 
Sanitary napkins_________- . 22 
Maser DiAGSs.. = . 13 
Gloves, cotton, women’s_____. 05 
Briquets, heating_________- . 01 
POMBE is iis nc Hey 2 13 
WARS PENG. oo 5 ck . 24 

We tees oe oes Sake ph 50. 03 

0.1 to 0.9 percent: 
a ea ep ee ee . 58 
Eas . 08 
Ween caus 8 S53 SS. . 38 
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Classification of consumer price index items by percentage decrease in price from 
1951-52 high to Mar. 15, 1952 with relative importance as percentage of each item 
in total index—Continued 











Relative Relative 
impor- impor- 
en in tance in 
a all 
No decrease—Continued items! | 2 to 2.9 percent: items | 
Cheeta esse ence 0. 58 Praukturters.__.. 22424. 1. O1 
Apples, fresh_.........--.. . 28 memburger....... 222-2258 1. 33 
Peaches, canned____------- . 33 SUMS cite es coia LBL kc . 68 
Corn, O8HROd _ 2225 eee . 36 Slacks, wool, men’s________ oo 
Baby food, canned _ -- --_-__- . 22 Coat, wool, sport, heavy, 
CONOR Eee Se Sin iecs 1. 81 women’s ?______ Ras eae . 49 
Coe OR ns eS . 62 Trousers, cotton, men’s____ .07 
Socks, cotton, mets. 2. -- 11 Shirt, cotton, business, men’s. .27 
ea ta Son gt, women’s , pe ra age girls enn 3 7 
Socks, rayon, men’s_______- , nklets, cotton, girls’______ ; 
Blouse, rayon, women’s - Bae" 4. 2 Jeans, blue denim, cotton, 
Panties, rayon, women’s__.___. 1 eel i a “ie 
Shoes, children’s_____.___- .45 Jacket, horsehide, men’s 2__ . 14 
Dry cleaning | ES ag ol ae PS a 1. 03 Coat, fur, women’s ?_______ . 30 
Snes WNT. co . 43 Punette suites 2.5.2 =--- . 24 . 
yD | OO ERS of eee RRC ae . 38 Refrigerator, electric_______ . 85 
BeGgsorinessi ii. susie su . 16 Toilet tissue___._________- . 25 
Mattresses_.-....-.------ ae i. Quitine, USP 20. is l2s2. 2. . 03 
Sewing machine, electric__. .10 i 
Motor Ol siseeu Ss Lk 15 LOMIOIORS 25. ob ius tes. 6. 10 
Dentist fees, extraction.-.. . 30 == 
Velocipede__...---.-------  . 86] 3 to 3.9 percent: 
Motion-picture admission, Rib roast, beef___________- 51 
adults__....---.-------- 2.14 Ree . 28 
Radio, table model _ - _-_-_- ool Coat, wool, girls’ ?____-___- .19 
Cigarettes Srhahahahanatabeiaancaates 2. 04 Shorts, cotton, men’s _- ___- ei 
Pipe tobacco--____- pais Peewee /8 08 Shirt, polo, cotton, boys’... . 03 
Nightgowns, rayon, women’s. . 13 Dress, rayon, women’s?____ _—. 66 
Tee. --------------------- . 20 Shoes, oxfords, men’s _ -____- . 50 
} : Towels, cotton... -.__- . 06 
31 items__.-.----------- 14. 71 phe, COMen 2b kk . 04 
ee Bedroom suite____.______- . 40 
1.0 to 1.9 percent: Toothpaste ‘ 31 
Layer cake_.._.._.---.--- . 56 Mere s TAC TOS STS AS ab TS 
Round steak, beef_-_-_------ 1. 61 11 items 3 09 
Chuck roast, beef___------ RL Se Set tig panes ial Ce iebaaimane ss aces tate 
Fish, fresh frozen____------ - OTT was, 4050 wareent: 
Pineapple, canned _-- - -- - -- . 23 Vs Pp. rt = f iedisibates. 1. 87 
Topeoat, wool, men’s_____- .14 ates cal eect 01 
Coats, wool, heavy, fur- 1 ose St ni aac ea caren Seema 
trimmed, women’s?____.._. 27 ae froze ry ese a Secs ¢ 12 
Overalls, cotton denim, sence wares 7 een E SRR, 1.07 
cite aa ae ees . 10 ae ae 5 elegans > marbadrse Ses gellalig 
Unionsuit, cotton, men’s?__ —_. 04 = poll weg work, sip oa + 
Dresses, cotton, street, 4ousedress, cotton, womens ‘ 
wornen’s 22 Shoes, prea ee ee ey a 
Dresses, cotton, girls’..__...  .22 Range oil_-----_---------- 07 
Shorts, knit, cotton, boys’... 04 , ; "bee de 
Shoes, work, WOKS... eke ae 8 items.--.---.--.------ 5 5. 03 
Living-room suite________- 50 Ser vate 
TN Sees on . 07| 5 to 5.9 percent: 
Stoves, cooking, gas____.._ _. 26 Pas eae et ee . 07 
6 eee eS em a Be Peas. canned.............. . 26 
Slacks, wool, boys’_______- . 03 Diapers, cotton AGE A . 15 
Gloves, work, cotton, men’s_ . 07 Laundry soap, bar____ ae 20 
A NR a oe 6. 03 2 ee tee eae ec 





See footnotes at end of table, p. 12. 
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item in total index—Continued 


6 to 6.9 percent: 
Prunes, dried 
Slip, rayon, women’s 


2 items 


7 to 7.9 percent: 
Ham, whole - 
Lamb, leg ‘it Bites 
Coat, wool, light, women’s__ 
Dresses, wool, women’s 2. 
Undershirt, cotton, men’s 
Curtains 
Toaster, electric 


7 items___- 


ton, men’s 
9 to 9.9 percent: 
Salmon, pink, canned 
Strawberries, frozen 
Navy beans, dried 
Blankets 2 ; ‘ 
Laundry soap, granulated _ - 
POE BOND bench ca sice tas 





6 items_ 


10 percent and over: 
Pork chops (13 percent) 
Bacon, sliced (10 percent) _- ~ 
Salt pork (12.8 percent) 
Eggs, fresh (33.7 percent) — - 


Orange juice, frozen (19.9 
percent) “ ae 
Oranges, fresh (17.3 per- 

cent) BR Net pot Wo gle BE 


! Relative importance of individual items 
cember 1951 
2 March prices not available 


Relative to peak Number of 


items 
At peak. 75 
Less than 1 percent below peak 31 
Less than 2 percent below peak 19 
Less than 5 percent below peak 35 | 
Less than 10 percent below peak a 
10 percent or more below peak 23 


DEFENSE PRODUCTION 


tance in 


8 to 8.9 percent: Pajamas, cot- 


Priced only 


Relative 
impor- 


all 

items } 
0. O08 
. 22 


€ 
-« 


30 


. 68 
. 87 
. 31 
.13 





1. 02 
. 49 
. O9 

1. 81 





among all 


in season. 
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Classification of consumer price Index items by percentage. decrease in price from 
1951-52 high to Mar. 15, 1952 with relative importance as percentage of each 


Relative 
impor- 
tance in 
all 
10 percent and over—Continued items ! 
Beans, green, fresh (17.5 
pement) 2 bone woes 0. 23 
Cabbage, fresh (53.4 per- 
GPG) oie tee Jd 2 
Carrots, fresh (82.7 per- 
COni) 5... poke nates a! BS 33 
Lettuce, fresh (39.1 per- 
COND) 6 usados weadcs 59 
Tomatoes, fresh (24.3 per- 
GONG) ¢ 22 Ciuiss cs phe ste . 69 
Tomatoes, canned (15 per- 
| RM ee Ue ee oe Pree. Yj 
Lard (25.3 percent)___._-_- .14 
Shortening, hydrogenated 
(i7.¢ percent) a 28 . 36 
Salad dressing (11 percent)... 24 
Oleomargarine (23.1  per- 
OOD o3ecs Woe eek wreres . ol 
Shirt, sport, cotton, boys’ 
(10 pemeent) . 2 22 5 ust . 07 
Yard goods, percale, cotten 
(13.9 percent)... ..._- 15 
Hose, nylon, women’s (12.4 
pensent) snbosi sian s .2!s. 64 
Yard good, rayon (12.4 
ANI. bie Be . 09 
Sheets, cotton (13.4 per- 
Oo eae siisstutahcot he 6 ae 
Rug, axminster (11.9 per- 
PUI a as coerphine a SE 32 
Television set (15.4 per- 
COG 65s oer SS oS . 69 
23 items 9. 79 


items included in the Consumers’ Price Index (De- 





SUMMARY 
‘Cumulative 
Importance 

Importance of group | number of BF 

items. | cumulative 
50.03 percent of CPI 75 | 50.03 percent of CPI 
14.71 percent of CPI 106 | 64.74 percent of CPI 
6.03 pereent of CPI 125 | 70.77 percent of CPTI. 
14.22 percent of CPI 160 | 84.99 percent of CPI. 
5.22 »ercent of CPI___- 180 | 90.21 percent of CPI. 
9.79 percent of CPL... 203 | 100 pereent of CPI. 
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Mr. ArNALL. The study demonstrates conclusively that most con- 
sumer prices were, in March 1952, still at their peak levels or exceed- 
ingly close to them. It shows that items representing just over 50 
percent of consumer expenditures were at their 1951-52 peaks in 
March of this year. Practically 71 percent were within 2 percent of 
their peaks, and 85 percent within 5 percent. Less than 10 percent 
were 10 percent or more below their peak. 

But important as consumer prices are, they do not tell the whole 
story. A good many commodities never enter directly into consumer 
purchases. Nevertheless they affect the consumer’s and the tax- 
payer’s pocketbook because they determine the cost of industrial 
equipment and plants, of construction, and of our defense program. 

Between the Korean invasion and the price freeze, the general level 
of wholesale or primary market prices advanced even faster than did 
consumer prices. According to the revised and greatly improved 
BLS Wholesale Price Index which was published a short time ago, 
wholesale prices for all commodities rose during those 8 months no 
less than 16.3 percent—just about twice as much as consumer ‘prices. 

No one, therefore, should be surprised that some of these prices 
came down. Some were rolled back by OPS directly; others by the 
reversal of speculative market forces which in large measure was the 
result of successful price stabilization. The latest wholesale price 
index is 3.6 percent below last year’s peak. But it is still 12.1 per- 
cent above the level of June 1950. 

In the primary markets where these wholesale prices are paid by 
processors, manufacturers, distributors, builders, and the Govern- 
ment, diversity of price movement is always greater—and often very 
much greater—than in the retail stores where consumers buy. It 
has been especially great in the last year and a half. 

Using the best available information and statistical techniques, our 
staff last month arrived at an estimate of the distribution of primary 
market prices early in 1952 in relation to 1951 peak prices (or to ceilings 
where these are now set below the peak). While this estimate cannot 
be as precise and detailed as the consumer price analysis, its results are 
significant. The figures show that of total wholesale transactions 
which now amount to approximately $273 billions a year—63 percent 
were being made at peak prices or at ceiling prices rolled back from 
their peak; 16 percent were at prices slightly below the peak, i. e., 
less than 4 percent below the peak or ceiling level; and the remaining 
21 percent were at prices 4 percent or more below the peak or ceiling 
level. These figures are represented by a chart which I would like to 
show you. 

(The chaet referred to above is as follows:) 
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STATUS OF WHOLESALE PRICES--EARLY 1952 


PRICES MAINLY OF BUSINESS INTEREST 
$136.4 BILLION 










ALL WHOLESALE PRICES 
$273 BILLION 






PRICES OF WIDE 
GENERAL INTEREST 
$134.7 BILLION 







fl PEAK 
OR CEILING 





| 12% |x (SLIGHTLY BELOW 
EE=E | PEAK OR CEILING 


\Q SIGNIFICANTLY 
BELOW PEAK 
OR CEILING 


PREPARED BY OFFICE OF ECONOMIC POLICY, OFFICE OF PRICE STABILIZATION 


Mr. Arnaty. This column here [indicating] shows the price level 
of all wholesale transactions, that is, sales by producers, processors, 
manufacturers, and wholesale distributors. The global figure is $273 
billion. Now the committee will observe that 63 percent of the $273 
billion at wholesale prices is transacted at the peak, or at ceilings which 
are less than the peak by reason of roll-backs. 

Only 16 percent are carried on at prices slightly below the peak, 
while the remaining 21 percent, the part at the bottom, are transacted 
at prices 4 percent or more below the peak. 

That chart demonstrates the fact that, as far as wholesale prices 
are concerned, the peak prices are in effect for 63 percent of the 
entire economy, and there is little business carried on significantly 
under the peak price, or the ceiling. 

To add further to our understanding of the present wholesale price 
situation, a study was made of prices of wide general public interest, 
on the one hand, and prices of interest primarily to business and 
Government procurement agencies, on the other. 

The middle column on the chart, gentlemen, shows the prices in 
the area of general public interest which constitutes $134.7 billion of 
wholesale transactions. 
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Now that category includes, among others, farm products, such as 
wool, cotton, grain; processed foods; textile and clothing; passenger 
automobiles and tires; and these figures show that 41 percent were 
at the peak or at the ceiling, 20 percent slightly below, and 39 percent 
significantly lower. 

Analysis of the second category, which includes among others, fuels, 
paper, lumber, metals, chemicals, machinery, trucks and_ busses, 
showed 84 percent at the peak or ceiling, 12 percent slightly below it, 
and only 4 percent significantly lower. 

This striking contrast clearly demonstrates where inflationary 
pressures today are most acute—in those segments of industry that 
are closely related to the mobilization program, including the expan- 
sion of our industrial capacity. 

This second category, in which 96 percent of all prices are at or very 
close to the peak or ceiling, covers slightly over half of all transactions 
in primary or wholesale markets. Inclusion of exclusively military 
items would add another sizable amount to the volume of business 
transacted at peak prices. 

In regard to the first category, which includes mainly consumer 
goods and their raw materials, the complexity of the present price 
situation is vividly illustrated by the fact that the proportion of price 
declines in primary or wholesale markets is substantially greater than 
at the retail level. This is not only shown by the figures I have already 
given you. It emerges even more dramatically if you pick one of the 
raw materials whose price has sharply declined and follow it through 
the successive levels of processing, manufacturing, and distribution. 

Here is a chart that demonstrates what has happened in the case of 
prices of hides, leather and shoes, its related items. 

(The chart referred to above is as follows:) 
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PRICES OF HIDES, LEATHER AND SHOES 
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Mr. Arnau. This chart shows relationships that we frequently 
find going through the various phases of our economy from the raw 
materials to the manufactured and distributed goods. 

Hide prices are 50 to 60 percent below the ceiling. Leather prices 
are about 35 to 40 percent below ceiling, according to the Bureau of 
Labor Statistics Wholesale Price Index for March, and wholesale shoe 
prices about 7 percent, although we hear from the trade that more 
recently these prices have been weakening further. Yet at retail, and 
this is the significant point I make for your information, the previously 
discussed tabulation of the Consumer Price Index for March 15, 1952, 
shows that children’s shoes were less than 1 percent. below peak levels, 
men’s work shoes less than 2 percent, and men’s oxfords less than 
4 percent below peak. 

So there you see a situation where the raw material, the hides, is far 
below the peak; the leather, the next sequence in the process, is 
still far below the peak but not as far as hides; and then wholesale 
shoes, all below the peak but not as low as leather, and at retail, 
shoes, are only 2 percent to 4 percent below the peak. From the 
hides to the finished goods, vou will see that the distance below 
the ceiling, or the peak, is constantly diminishing, as you go to a 
greater degree of processing and fabrication. The more it is processed 
toward a finished product, the less it falls below the peak. 

A similar situation exists in a number of other so-called soft areas, 
where, in reality, price softness is pronounced only for the raw material 
but hardly present at all in the retail store. This does not necessarily 
mean that processors’, manufacturers’, and distributors’ margins have 
become excessive or that retail prices may now be expected to follow 
the downtrend noticed at earlier levels. Instead, this contrast reflects 
the fact that in the months after Korea raw materials generally ad- 
vanced much more than manufacturers’ prices, and manufacturers’ 
prices advanced more rapidly than retail prices. Many of those high 
raw material prices were never reflected in the retail prices of finished 
products. In contrast to the situation a year ago, the structure of 
prices from raw material to retail is now in most instances relatively 
normal, even though the raw material prices may be far below ceilings 
based on last year’s freeze, and final product prices very close to 
ceilings. 

In some few cases, it is true, prices for raw materials that a year ago 
were carried by speculative forces far too high im relation to retail 
prices have been succeeded by prices that are now abnormally low in 
relation to retail levels. Many of these low raw materials prices 
probably reflect abnormal and speculative forces to the same extent as 
they did a year ago—although in the opposite direction. Where raw 
materials prices are now abnormally low in relation to retail prices, 
we cannot assume that balance will be restored exclusively or even in 
major degree by future declines in retail prices. 

The divergence of price movements at various levels is also well 
illustrated by the next chart. 

Now this chart is labeled “Prices of textile raw materials and 
products.” 

(The chart referred to above is as follows: ) 
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Mr. ARNALL. Over in this column we have the wool situation. 


‘That shows the wool sequence, and that repeats pretty much the same 


story that the sequence of hides, leather, and shoes, demonstrated. 

ou will notice there that the raw material is low. At first it went 
up very fast after Korea and then down very much. The textiles at 
wholesale started down here, they went up, and they are down again. 
Yet, at the retail level, the price increase and decline of apparel has 
been much less. The movement there has not been nearly as volatile 
as with the raw material, wool, or with the textile goods themselves. 

The middle section of the chart shows what has happened to cotton. 
The solid line is the price of raw cotton, the dash is the price of cotton 
textiles at the wholesale level, and the dotted line shows the price of 
cotton apparel at the retail level. 

Now you will observe there, that the raw material, cotton, went 
up pretty rapidly after Korea. Yet it has declined. It is now back 
up, pretty well, but the movement is down at the moment. 

Mr. Corn. I cannot see those dates below there. 

Mr. ARNALL. This is 1950, 1951, and 1952. 

You will observe that the textiles at wholesale have likewise had 
an upward and downward movement, but apparel at retail has not 
shown such a marked contrast. 

The third chart deals with synthetics. That is not as illustrative 
as these two, because all of the lines are pretty much bunched together. 

Summarizing the entire picture of today, the unmistakable fact is 
that most prices, both at wholesale and retail, are either at ceiling or 
very close to it. Although there are some soft areas, their extent has 
been exaggerated at the present time. 

Mr. Parman. Mr. Chairman, I assume the charts will go into the 
record. 

The CHartrMan. Yes, sir; they will be inserted in the record in their 


appropriate places. 


'% Mr. Arnaut. In other words, it is very difficult to insulate or isolate 
a soft area. Because while it may be soft as tar as the raw material 
is concerned, it won’t be as soft as far as the finished goods are con- 
cerned, and still less soft as far as retail prices are concerned. 

It is very difficult to deal with a soft spot in the market, without 
tying it into other elements in the price situation. 

Now this is a chart, gentlemen, ‘Price indexes of consumer, whole- 


sale, and spot market commodities.” 


(The chart referred to is as follows:) 
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@ Mr. Arnau. This chart shows the movement of the three general 
price. indexes compiled by the Bureau of Labor Statistics. The line 
at the top, which shows the sharpest rise, and the greatest fall, repre- 
sents the Bureau of Labor Statistics Index of sensitive raw material 
prices. This begins here, you see, January, February, March—each 
month—in 1950. 1950 stops here at the black lime. Then 1951 stops 
right here. The balance is 1952. 

This dotted line shows what is called “Spot market prices.”” These 
commodities are speculative—the traders play with them. You will 
see that this index reached its peak along in February of 1951. That 
was when the OPS general freeze took effect, and since that time the 
index has come down. The reason for that, we believe, is that the 
speculative factor was eliminated by price control. 

Now the line at the bottom, the dash line, is the Consumer’s Price 
Index. As you can see, it climbed very sharply after Korea, but 
since our freeze regulation, that line has been almost stabilized. It 
goes out almost straight from that point. 

The middle line, the solid line, is the so-called wholesale price 
index. That represents the movement of all primary market or 
nonretail prices, and you will observe, gentlemen of the committee, 
that its behavior is between the spot market price line, and the con- 
sumer price index. 

One of the striking things about this chart is the convergence of 
these three lines. It tells volumes about the so-called soft-market 
problem. 

The prices which have come down, are the sensitive prices that 
went up very very high, largely as a result of speculation. A large 
part of the declines that have occurred have operated merely to bring 
the out-of-line prices back into some proper focus or line. 

This is not to deny that there are genuine soft spots in our economy, 
but it does explain why many prices could decline a long way and still 
not be actually soft in relation, in proper relation, to the other elements 
making up the price structure in our Nation’s economy. 

Furthermore, we must not forget, gentlemen of the committee, that 
many prices that are now relatively soft, could rise rapidly as a result 
of developments as unpredictable as the weather and the size of agri- 
cultural crops. Poor crops in a few key commodities, for example, 
could have serious effects on the general price level. We cannot be 
sure that the weather will permit our American farmers to harvest 
crops just as large as last year—let alone as large as they should be 
to restore depleted carry-overs of feed grains and cotton and to meet 
the rising demands of a growing population with increasing incomes. 

These incomes will continue to rise, if only because of the effects 
of our mobilization program. In spite of the adjustment of the pro- 
gram, defense spending will increase this year .. many billions of 
dollars. Moreover, it seems highly doubtful that we can make ade- 
quate provision for our national security without incurring a substan- 
tial deficit in the Federal budget for possibly 2 or 3 years. This con- 
dition, while it lasts, is a source of unusual inflationary danger. 

Surely, this is not time to start demobilization—whether the demo- 
bilization of our external protection or the demobilization of our stabili- 
zation program. The people want to see this program through to 
final success. They do not want demobilization or decontrol now. 











22 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


At the same time the American people do not want to burden the 
economy with restrictions and procedures that serve no useful purpose. 
This desire is fully shared by our agency. 

If the Congress concurs in these views, my responsibility must 
therefore be twofold: (1) To maintain an effective structure of price 
controls, in order to protect recent stability and be ready to deal with 
renewed inflationary pressures; and (2) to see that controls are not 
exercised for controls’ sake and that they are relaxed or removed 
wherever such action is consistent With my orders from the Congress 
to keep prices stable. 


It will not be my position to maintain controls merely for controls” 


sake. 

I think it is my duty—and let me say parenthetically to the members 
of the committee—it is my job as Director of Stabilization to adminis- 
ter a part of the act that this committee recommended and which the 
Congress of the United States brought into fruition through law. And 
I think that it was not your purpose to have an inflexible stabilization 
program, completely oblivious to changes in the Nation’s economy. 
I believe it is your wish that, insofar as we can, we suspend ceilings 
or do away with reporting in fields that are soft, and where such 
action will not adversely affect the rest of the American economy, or 
our defense effort. And I want to assure you, Mr. Chairman and 
gentlemen of the committee, that that will be my constant and con- 
tinuing purpose. 

On March 6, on March 19, and again on April 22, I reported to the 
Senate Banking and Currency Committee concerning our studies and 
plans for the possible relaxation of controls where commodities are 
selling substantially below ceilings. I should like now to acquaint 
your committee with our progress. 

Ever since the latter half of 1951, when normal market conditions 
first reappeared in certain parts of the economy, serious consideration 
has been given to the development of appropriate modifications of 
price control policies. Early in 1952 the responsibility for develop- 
ment of these modifications was formally vested in an agency com- 
mittee. This report summarizes the work of this “Committee on the 
Study of Relaxation of Controls,” and the conclusions of the agency 
up to this time. 

Many outside the agency have urged that OPS embark upon a pro- 
gram of selective decontrol. Some have even proposed formulas for 
the automatic decontrol of commodities, or the suspension of controls 
when certain mechanical conditions are met. Although deceptively 
simple and superficially appealing, these formulas completely overlook 
the complex problem of price control administration. 

We have studied in great detail a number of such proposals. As a 
result of these studies we have adopted the following basic policies: 

1. For the foreseeable future, we are not prepared to take decontrol 
action In any consequential area. ‘‘Decontrol”’ connotes an outright 
and permanent casting off of control, which in the present situation 
we believe to be dangerous. We will, of course, continue to decontrol 
commodities which are not significant from the point of view of the 
stabilization program under appropriate standards which were devel- 
oped early in 1951. 

2. Instead of decontrolling important commodities where markets: 
are “soft,” we will suspend ceiling price regulations or lighten reporting 





a Bw 


~ 


ee ee, 





Ce assicahe 


is 
4 


a 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 23 


or record-keeping requirements, using standards under which we can 
objectively determine that such action is appropriate. 

Because of the variety and complexity of situations, we are firmly 
convinced that workable standards for suspension cannot be based on 
a mathematical or “push-button” formula. In fact, we feel that no 
single standard can properly cover all areas which will have to be 
sonsidered for relaxation or suspension of controls. Therefore, we 
believe it preferable to commence with the development of prelimi- 
nary and perhaps limited standards, and with experimental or “pilot”’ 
action under those standards, rather than to attempt at this time to 
formulate a comprehensive and permanent program for relaxation or 
suspension of controls. This also has the advantage of permitting 
an evaluation of our actions and our standards as we proceed. 

3. We will not suspend controls where such actions would result 
in levels of prices or margins higher than permitted under existing 
regulations. The agency’s pricing standards are adequate to grant 
adjustment where needed and they should continue to be used for 
that purpose, in our judgment. 

4. We will see to it that suspension is always terminated before 
previous ceiling levels are reached. 

To summarize our policies, then, I can say that we have rejected 
“decontrol,”’ we have rejected “push-button” formulas for suspension, 
we have rejected suspension of ceilings as a means of giving price 
relief, but we have decided that we can and should undertake suspen- 
sion or other relaxation of controls where appropriate standards are 
met, and where appropriate safeguards can be provided. 

Now, what should these standards and safeguards be? Of what 
should they consist? 

At the outset, our committee faced this problem: careful study 
convinced it that no one set of standards could be developed to handle 
all cases; to develop standards in advance for all types of situations 
would undoubtedly take a long time. Not only would this delay any 
suspension actions in the easier kinds of cases, but it would also forego 
the advantages of experimentation and trial and error which would 
facilitate the improvement of the standards. 

Therefore, the committee reached what I believe was a sound deci- 
sion as to its procedure. And here are the steps it decided to take: 

1. It would develop preliminary standards to fit the easiest class of 
cases; 

2. It would test those standards by applying them to selected com- 
modity situations in which suspension had been urged upon OPS; 

3. On the basis of careful study of these commodities, the standards 
themselves could be evaluated and if necessary revised ; 

4. Some commodities could then be suspended if they met the 
standards; 

5. The results of these suspension actions could then be watched 
while the committee went ahead with development of standards for 
a more difficult class of cases. 

For many reasons, the easiest class of cases was the class of primary 
products where dollars-and-cents ceilings were in effect. Here ‘‘soft- 
ness’’ could most easily be measured ; price movements after suspension 
could most easily be watched; there were fewer ‘“mixed’’ situations 
in which prices for some grades or types or in some locations are at 
ceiling and others below; there were few administrative problems for 
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sellers because commodity lines tended to coincide with business 
lines; and so on. 

I shall summarize the preliminary standards developed for this 
class of cases. 

1. Before we suspend or otherwise relax controls, we must find 
that prices in an area are materially below ceiling and that there is 
clear prospect that they will not shortly rise to ceiling. We have 
the problem of determining what the “area” is for which we make 
this finding, we must specify what we mean by “‘prices,’’ and what 
we mean by “materially below ceiling.’”’ With respect to the last 
of these, we were unable to set any uniform percentage figure appli- 
cable to all situations. It has to depend on the volatility of prices, 
seasonal movements, the extent to which individual grades or types 
vary in relationship to ceilings, and other factors. The finding that 
prices are not likely to rise to ceiling must be based upon a full 
economic analysis of market prospects. We obviously don’t want to 
suspend this week, and next week find prices back at ceiling levels. 

Assuming we find an area which meets the above standards, we 
must first establish certain safeguards before we take suspension or 
other action. The first one is that we must have an adequate ‘‘price 
watching’ system to keep us informed of price movements in the sus- 
pended area. For the raw materials in our first group this is usually 
already available. When we come to some other kinds of products, 
we may have to set up such a system. 

The second safeguard is a “determination as to when and under 
what conditions the suspension would be terminated. You may ask 
why we have to do this in advance. I think there are good reasons. 
Suppose we suspend without this determination and then the market 
starts tomove up. Immediately an argument will start. Some, who 
want to take no chances, will urge that we place the controls back on 
immediately. Others, who are less timid, will urge that we wait. 
Some, particularly in the trade—who may want to see the old ceiling 
level pierced—will urge that we wait even longer, and will try to soothe 
our fears by predictions that the situation is really only temporary, 
that we don’t need to worry, and so on. Under such conditions, an 
objective consideration is most difficult. We would be torn by dis- 
putes, and, speaking realistically, | am afraid that we would often be 
tempted to wait too long. We don’t, of course, propose to bind our- 
selves unalterably to our previous determination; in some circum- 
stances we might get a warning signal and still decide to wait. But 
we will have a reasoned, objective determination, not hastily made 
under the pressures and heat of an emergency. 

Just as we cannot provide a uniform relationship of market price to 
ceiling at which it is safe to suspend, so we cannot fix a 
uniform relationship to previous ceiling at which controls should be 
reimposed, and for much the same reasons. It will depend upon 
price volatility, upon the efficiency of our price-watching system, 
upon the extent to which prices in the area tend to move together or 
separately, and other factors. 

These, then, are the conditions under which we would suspend or 
relax, and the safeguards we would provide before we act. 

If suspension action is taken, and then the suspension is termi- 
nated, the level of restored ceilings will not be higher than that prior 
to suspension, except as required by law. (The exception might stem 
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from a rise in parity between the time of suspension and reimposition, 
or a rise in costs which would make the previous ceilings no longer 
“generally fair and equitable.”) Contracts at prices highert han pre- 
suspension ceilings will be entered into at the risk of the contrac ting 
parties. We shall not hesitate to cut across such contracts if there 
“ good price control reasons for so doing. 

Finally, in the event of new international developments, or for 
any i i emergency reason, | would not hesitate to reimpose sienteel 
even before the. regular conditions for reimposition have been met. 


“Pilot studies” have resulted in action 

As noted above, these preliminary standards were primarily 
developed to permit evaluation of proposed suspensions at the primary 
producer level, where dollars-and-cents ceilings are in effect. These 
standards were then tested by their application to certain commodities. 
<arly in March the committee selected the following areas for “pilot 
studies”: Hides, wool and related fibers, cotton, burlap, and tallow. 
In the course of this work the study of tallow was broadened to 
include other fats and oils. 

For each of the commodity areas selected for pilot studies, the 
working staff of the committee, in cooperation with the personnel of 
the commodity divisions, developed full and detailed reports covering 
past, current, and prospective production and productive capacity, 
inventories, demand, and the factors influencing demand, together 
with detailed statistics on markets and ceiling prices, and much 
other related information. Many hundreds of man-hours went into 
these reports. These reports were then carefully considered by the 
whole committee, which often requested further facts. 

On the basis of all of the information available to it, the committee 
determined that the following commodities met the standards, and 
recommended suspension action: 


Cattle hides Crude soybean oil 
Kips Crude corn oil 
Calfskins Purlap 

Tallow Wool 

Lard Wool waste 
Animal waste materials Wool tops 
Vevetable soap stock Wool noils 

Crude cottonseed oil Alpaca 


Price controls for these commodities were suspended, effective 
yesterday. 

Full consideration of mohair led to the conclusion that suspension 
could not be recommended at this time. 

The committee is continuing its study of raw cotton with a view 
to making a report and recommendation in the near future. It was 
held desirable to delay this report until the committee also had an 
opportunity to conclude its study of textiles and apparel which are 
currently on its agenda. 

In each case the committee’s recommendations included specific 
conditions under which suspension would be terminated. These con- 
ditions involve both the movement of average price levels for the 
whole commodity area and movements of particular major grades or 
ivpes. Recontrol of some commodities is made depe ‘ndent upon re- 
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control of a related commodity. The difference between. ceiling 
prices and recontrol points is not the same for each commodity group. 
The reasons for these variations include the volatility of prices, the 
availability of current price information, the extent to which prices 
of various grades move together, and other relevant factors. 

In the case of the volatile fats and oils, the difference between the 
recontrol prices and the suspended ceilings is less than 2 days’ trading 
limit on the commodity exchange. This is safe because prices for 
these commodities are available on a daily, or even an hourly, basis. 
Where information is less readily available or where there is greater 
variety of price movements among the various types or grades of the 
commodity, recontrol points were set rather lower relative to ceilings. 
We must avoid a situation in which the ceiling level would be breached 
before recontrol could be instituted, requiring roll-backs and the 
cutting across of contracts for future delivery. 

It should be noted that all of the primary commodities covered by 
the first set of actions have a record of sharp price volatility. Recon- 
trol points must therefore be set somewhat further below ceilings than, 
under otherwise similar circumstances, may be the case for commodi- 
ties which are less volatile. 

Our program is not completed, but progress continues 

As has been indicated, the preliminary standards set forth above 
were developed primarily for the consideration of commodities at the 
primary producer level, where dollars-and-cents ceilings were in effect. 
The committee is now in the process of studying certain pilot areas 
at other levels of production and distribution. As these studies 
progress, the committee will determine what modifications and refine- 
ments of the preliminary standards or what alternative standards are 
appropriate. Account will have to be taken of the substantially 
harder problems of precise definition of an area, the wider diversity 
of price movements within the area, the greater difficulty in obtaining 
good current price information, the absence of uniform ceilings, and 
numerous other complexities. 

The committee is making substantial progress and will make further 
recommendations. 

And I want to tell you, Chairman Spence and gentlemen of the 
committee, that it is our purpose to move forward in this field just as 
rapidly as circumstances and facts permit us to do with safety. 

So I wish to point out to you that this is not a completed program 
in line with my view of what stabilization should be. It should not be 
inflexible but should take cognizance of changes in market conditions 
and price programs. I wish it were simple. 

In its further study the committee is including the development of 
standards and procedures for the relaxation or elimination of record- 
keeping and reporting requirements where suspension is not appro- 
priate. One member of the staff of the committee is now spending 
full time in a review of our existing reporting and record-keeping re- 
quirements. 

It is hoped that the committee will soon be able to develop detailed 
operating instructions which will permit the processing of suspension 
actions to be turned over to the individual commodity branches and 
divisions. 
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This is not a completed program; it is a developing program. I wish 
it were simple and easy to relax controls and that I could have today 
outlined for vou the entire program, from beginning to end. But, 
like most major problems of price control, this is a complex and difficult 
one, which will tax our ingenuity to the utmost The flexibility and 
adaptability of price-control administration will be put to a severe 
test. However, there are few simple problems in this business 

I can only assure you that we are sincerely motivated by the same 
considerations as I feel certain you are. We want primarily to prevent 
inflation. But we want to do our job with the least possible burden 
upon our economy and the least possible interference with free markets. 

I explained to you gentlemen earlier that our economy is far from 
being a soft economy. On the contrary, it is an economy of essential 
firmness, with widespread upward price pressures, but with certain 
much exaggerated soft spots. 

In these circumstances, inflation is still a threat to our national 
security. The fact that some prices are below ceiling is no adequate 
protection. We cannot afford to let prices run away where they are 
already high and under continuing pressure. And if you want to find 
out, of course, as you Members of the House do find out, if you will ask 
your constituents, the consuming public, vou will find that there are 
very few prices they pay that they feel are soft or are unduly low. 

As I have already explained, further increases in these prices could 
quickly cause even the soft markets to rise again. 

Consequently, we have no intention of relaxing our strenuous efforts 
to hold the line against unnecessary price increases in the firm areas 
of our economy. 

That brings us to the steel controversy. 

The steel controversy does not involve any new price-control principles 

Because of its crucial importance to our stabilization program, I feel 
that I must explain to you how we approach this problem. I am not 
going to develop the facts upon which our position rests, although I 
should be happy to do so if you should so request. Rather, I want 
you to understand the principles which we are applying. 

In our view, the present request by the steel industry for higher 
prices is simply one of a large number of requests that come to us each 
day and every week. There is not a day yet that I have passed since 
I have been here on the job that I have not found that someone is over 
there asking for mcreased prices. 

So we have those requests day in and day out, and we view the 
steel request for a price increase just exactly like we would view the 
request of any other industry. 

One of the principal tasks of price-control law and administration 
must be to develop rules and procedures under which sellers who 
have experienced cost increases may ask for, and in appropriate 
instances receive, ceiling-price increases. 

Mr. Chairman and gentlemen of the committee, here let me paren- 
thetically say this: That we have no desire to injure business. In the 
conduct of our agency we are not anti-industry. We are not anti- 
steel. We are not antimerchants. We want the business community 
to prosper and we want them to have fair treatment. 

Mr. Cote. Are you antilabor? 
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Mr. Arnau. We are not antilabor. 
Mr. Cote. Thank you. 

Mr. Arnati. We are not antifarmer. We are not antipublic. 
Our job is to do what we believe the Congress told us to do. 

Now, in order to decide which requests for price increases should 
be granted and which should be denied, we must have rules by which 
we can say “No” to some demands for price increases and “Yes’’ to 
others. Without such rules and standards, price control could not 
operate fairly or equitably. If price increases were permitted be- 
cause the people in an industry were gentlemen, or belonged to the 
right political party, or because they screamed the loudest, govern- 
ment by law would have disappeared, and freedom and individual 
equity and justice would have perished. 

In judging the need for price increases,*we must look first at the 
provisions of the law itself. Two of the standards established in 
the Defense Production Act are relevant to the steel case. 

The first provision is specific. I like to call it section 402 (d) (4), 
the so-called Capehart amendment, under which OPS must raise 
price ceilings where they do not equal pre-Korean selling prices plus 
all increases or decreases in costs up to July 26, 1951. Until the 
present wage negotiations began, none of the steel producers had 
applied for such adjustments. 

Mr. Brown. That is not a very bad amendment after all, is it? 

Mr. Arnau. The Capehart amendment? 

Mr. Brown. Yes, sir. 

Mr. Arnau. Well, Congressman Brown, I want to talk to you a 
little about that later on. 

The CuatrMan. We have agreed that there would be no interrup- 
tions until the conclusion of his statement. 

Mr. ArNALL. The Capehart amendment is in the act. Up until 
now the steel people have not asked for price increase under Capehart. 
Last year, however, several members of the industry indicated that 
they wished to be permitted to adjust their ceiling prices in accord- 
ance with this provision of the act. The law requires that these 
requests be granted. 

Last Friday, April 25, L issued the procedures under which increases 
averaging roughly $3 per ton of finished steel are made available to 
the companies. Actually, however, the Capehart amendment has no 
relationship to cost increases arising since July 26, 1951. Conse- 
quently, these Capehart increases, such as they may be, are completely 
independent of the present wage problem so far as steel is concerned 
except to the extent that they improve the ability of the industry to 
absorb future cost increases. 

The second relevant provision is more general. The Defense Pro- 
duction Act lays down the requirement that price ceilings must be 
generally fair and equitable. To carry out this directive, the OPS, 
with the approval of the Economic Stabilization Administrator, has 
issued the industry earnings standard. This is the principal OPS 
standard used for determining which price increases should be granted 
and which should be denied, and it applies to the case under discussion. 
Briefly stated, this standard requires OPS to raise prices for an industry 
if and when its return on the owners’ investment, before taxes, falls 
below 85 percent of the level enjoved in the best three of te four 
prosperous years 1946 through 1949. 1 am sure you recognize that 
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this standard is very similar to the one Congress used in the excess- 
profits-tax law. Stated broadly, then, ceiling prices will be raised 
when an industry generally falls out of the excess-profits-tax bracket. 
By the same token, this standard requires that industry- -wide price 
increases cannot be granted where an industry is earning excess 
profits. 

I wish also to point out to the committee that this standard is very 
similar to the standard employed by the OPA when it was in existence, 
and has been passed upon a number of times by the courts, and is held 
to be legally sound. 

I am attaching as appendix A a memorandum which explains the 
details of this standard. 

(Appendix A appears at p. 36.) 

The industry earnings standard is a fair standard: 

Most requests for price increases, and thus most occasions for the 
application of the industry earnings standard, come when an industry 
has experienced cost increases. Price stabilization would be a mockery 
if all cost increases were automatically passed on in the form of higher 
ceilings. If this were done, the spiral of higher wages, higher prices, 
higher parity, higher cost of living, higher wages, ‘and so on would 
operate unchecked. 

When steel or any other industry tells us it has incurred higher costs 
and needs a price increase, we find out whether these higher costs 
can reasonably be absorbed out of abnormally high profits. If they 
cannot, the price increase is permitted. But, if absorption of the cost 
increase would still leave a fair return, or more than a fair return, the 
price increase is denied. We believe that this is reasonable, that it is 
fair, and that it is the wav business itself normally operates. 

Cost increases cannot be absorbed without limit. The industry 

earnings standard is our limit on required absorption of cost increases. 
This standard protects a level of profits as high as those realized in a 
normal, properous, peacetime period, during which industry produced 
at a high level and expanded at a rapid rate. Profits that high are 
high enough to provide adequate incentive when the Nation is in 
danger. 

The standard is legally sound as an interpretation of the require- 
ment embodied in the Defense Production Act that price ceilings be 
fair and equitable. Based on identical language in the wartime 
price-control legislation, OPA used an almost identical standard, and 
this standard was upheld by the courts time after time. 

Of course, no single rule can be devised which is uniformly equitable 
in all cases. The OPS earnings standard recognizes this by making 
special provision for those cases where its rigid application would be 
unfair or unreasonable. Thus there are cases where an industry’s 
earnings during the 1946-49 base period were abnorma. ‘vy low or other- 
wise unrepresentative and for which the standard consequently makes 
special provision. I may add, however, that in the case of the steel 
industry the 3 years from 1947 through 1949 were the most profitable 
the steel industry had experienced since World War I. 

Under this standard the steel industry cannot possibly qualify for 
a price increase, and the steel industry recognizes this fact. 

It is as simple as that. Consequently, they have attacked the 
standard, One basis for attack is that it uses profits before taxes. 
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The industry claims we should use profits after taxes 

I want to say most emphatically that profits after taxes cannot be 
used as a basis for price-control policy. 

Congress, in enacting tax legislation, expresses its judgment as to 
the manner in which the tax burden should be allocated. The tax 
increases which have been required during this period of emergency 
similarly reflect the judgment of Congress as to how the added burden 
of defense costs should be distributed. If the contention of the steel 
companies were accepted, it would mean that OPS was, in effect, 
altering this congressional decision by permitting certain industries 
or certain groups of the population to shift their just share of the 
tax burden to those less able to support it. 

By the same token, simple justice would require that personal 
taxes should be included in measuring changes in living costs and that 
workers would therefore be entitled to correspondingly larger cost-of- 
living adjustments in their pay. Similarly, taxes would have to be 
included as an element in farmers’ costs, and parity levels would 
have to be raised accordingly. 

If each group in the economy should thus attempt to avoid its 
share of the burden of mobilization by shifting that burden to someone 
else, the only result would be to generate a new inflationary spiral. 
The economic burden of mobilization will not disappear merely 
because each group tries to shift it to another. The net result could 
only be to shift, through further inflation, the entire burden of the 
defense program onto those individuals and industries who, because 
of their weaker economic position, were unable to pass the buck 
further along the line. Since it is these groups in thé population 
which are already suffering most from the inflation which has occurred, 
the burden on them would soon become intolerable. 

In view of these considerations, it is the position of the Office of 
Price Stabilization that the tax burden should rest where Congress 
imposed it and that the agency should take no steps which would have 
the effect of shifting this burden to those less able to support it. 

While I believe that this matter of principle is the most important 
consideration, I might also point out that even if we were to apply our 
earnings standard to profits after taxes, it would not change the results 
as far as the steel industry is concerned. The decision of Congress to 
levy an excess-profits tax naturally causes steel industry prefits after 
taxes to compare less favorably with those of the pre-Korean base 
period than do the before-tax profits. Nevertheless, the increase in 
steel profits has been so large that 1951 profits even after taxes, exceeded 
the pre-Korean profits after taxes—and exceeded them by so much 
that the steel industry would probably not be eligible for a price 
increase, at least during the balance of 1952. 


The industry also wants us to consider conjectural future cost increases as 
a basis for price increases 

We have had little trouble in coming to agreement with the steel 
industry as to the immediate cost effects of any given change in steel 
wages and fringe benefits. It would range from about $3.50 per ton 
in the first half of 1952 to almost $6 in the first half of 1953. The aver- 
age for the 18 months would be about $4.67 per ton. But the industry 
has claimed that we must double such cost. They justify this position 
by asserting that historically every increase in employment costs has 
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been paralleled by an approximately equal increase in the cost of 
purchased goods and services. Consequently, they say that if $6 
represents a fair measure of the increase in employment costs as of the 
first half of 1953, we must add another $6 per ton to cover the expected 
increase in costs of the products and services they buy, and thus arrive 
at the $12 figure which has been given so much publicity. 

For reasons which I will come to in a moment, I believe that the 
industry’s forecast of the increase in the cost of purchased goods and 
services is utterly unrealistic and that it is based on a series of false 
premises. However, I have no objection in principle to any estimate 
which the industry may wish to put forward as to what may happen in 
the future with respect to either its costs or its profits. 

Prophecy is at best a hazardous art and I lay claim to no special 
qualifications as a prophet. ‘The nub of the issue, however, is not that 
the industry foresees the possibility of having to pay higher prices for 
goods and services at some time in the future, but rather that it lays 
claim to a price increase now sufficient to compensate it for such as- 
sumed subsequent cost increases. 

There are two kinds of reasons which impel me to take a very firm 
position on this issue. The first, and overwhelmingly the more im- 
portant, is that as a matter of principle, price stabilization would 
become a futile gesture—in fact, worse than futile—if we were to take 
into account an induscwry’s guesses, whether or not well founded, as 
to what might happen to its costs at some future date. The second is 
that the industry’s forecasts in this instance seem wholly out of line 
with any reasonable expectation of what is in fact likely to occur. 

The first point would seem almost too obvious to dwell upon were 
it not for the firmness with which the steel industry maintains its 
position. It seems clear to me that, as Director of Price Stabilization, 
I can take into account only those cost increases which have, in fact, 
occurred, or are certain to occur. If OPS were to grant price increases 
to any industry based upon its fears as to what might happen in the 
future, the result would obviously be to stimulate inflation rather 
than to hold it in check. As far as I know, no regulatory commis- 
sion in the history of this country has ever granted price increases on 
the basis of unverifiable—and, in fact, unreasonable—claims as to 
what might happen to commodity costs in the future. Nor has any 
other industry asked the Office of Price Stabilization for such treat- 
ment. If we were to treat the steel industry on this basis, we would, 
in simple logic, have to grant every other industry price adjustments 
based upon uncertain forecasts as to what the general level of its 
production costs might be a year hence. 

Labor might then properly insist that wages be adjusted today to 
take care of projected increases in living costs that might occur in 
the future. Yet, absurd as such a course would seem, this is—I 
repeat—the issue upon which we are now split and toward whose 
resolution we have made absolutely no progress. 

While I regard this conclusion of principle to be unassailably sound 
and wholly sufficient by itself, some comments may be appropriate 
with respect to the basis upon which the representatives of the steel 
industry have rested their contention. The United States Steel 
Corp., for example, states that since 1936 its average employment 
costs per ton and the cost of purchased products and services per ton, 
have each approximately doubled. On this basis, it is argued, there 
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is a dollar-for-dollar correspondence between each change in employ- 
ment costs and in the cost of materials and services. This conclusion 
is fallacious for a considerable number of reasons. 

In the first place, what is true over the long run, is distinctly not 
valid for the short run. Ultimately, of course, both wage rates and 
materials costs are affected by the same general economic conditions. 
From year to year, however, there is no such close correspondence 
and they may even move in opposite directions. In particular, it is 
unrealistic to expect a sharp increase in materials costs during a period 
when price controls are in force. 

Moreover, even if some materials costs were to increase over the 
course of the next year, such increases would be gradual and not 
immediate. Assuming that such an increase in materials costs were 
to proceed at an even rate, it would be necessary for the average cost 
per ton of materials and services purchased by the steel industry to 
rise by $12 between now and June 1953 in order to achieve an average 
cost increase of $6 over that period. Since the total present cost of 
materials and services per ton is about $50, this would imply a ma- 
terials cost increase of almost 25 percent over the next 14 or 15 months. 
Even the wildest alarmists foresee no such catastrophe. To base 
price control policy upon an assumption of this kind would seem 
utterly indefensible. 

In view of the vital importance of this specific issue, I should like 
to restate my position so that there may be no misunderstanding. I 
am ready at this time to give every appropriate consideration under 
our existing standards to the cost increases which will result directly 
from any wage settlement. I cannot, and will not, so long as I am 
Director of Price Stabilization, take into account wholly unsupported 
guesses as to what may happen to costs in the future. If new cost 
increases materialize, I will then be prepared to review their impact 
and to determine what further action is necesary. 

These basis principles, which we apply in the steel case, are applied to 
all similar requests 

I said earlier that we treat steel as just one of a large number of 
‘ases that we receive every day. 

Let me say, Mr. Chairman and gentlemen of the committee, I 
don’t understand how we can apply any standard that we have, 
except fairly, and even-handedly, to every industry alike. 

If we start making exceptions that don’t come under the standard, 
there is no end to confusion. And of course we have to go all across 
the board, by granting price increases, and then, price control becomes 
completely impossible. 

To be sure, few of our requests for price increases are as significant 
to the economy as this one. But that is no reason to make an excep- 
tion for steel. On the contrary, it is the strongest possible reason 
for not breaking our standards and rules. 

If we were to break our price-control standards for steel how could 
we hold them elsewhere? Despite the obvious injustice of this posi- 
tion, we might try to continue to say to other industries: ‘‘Absorb 
cost increases until our standards require a price increase for you.” 
But having bowed under pressure to steel, we would be fair game for 
intimidation by other groups. 
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Sooner or later we would be forced, at a minimum, to develop a 
policy of passing along all cost increases—of automatic escalation all 
up and down the line. And we would probably have to recognize 
not only all future cost increases but all of the past cost increases 
which have occurred since the beginning of price control and have 
thus far been absorbed. 

Perhaps you do not realize how many industries have been required 
to absorb cost increases in the past 15 months. There have been 
extensive wage increases all during 1951, as well as freight-rate in- 
creases, and higher prices for imported materials as well as some do- 
mestic ones. Some of these higher costs have had to be recognized 
under our tandards. But many more have been absorbed. 

Some of the cases in which we have applied our industry earnings 
standard are listed in appendix B. 

(Appendix B appears at p. 44.) 

OPS has other standards under which price relief is given 

Our industry earnings standard is our basic standard. But it is 
not our only one. We have recently issued a memorandum explaining 
our product standard. I am attaching this as appendix C. 

(Appendix C appears at p. 45.) 

In addition, we have numerous provisions under which individual 
sellers may obtain ceiling-price adjustments either to relieve financial 
hardship or to remove what might otherwise be arbitrary or dis- 
criminatory features of our regulations. As appendix D, I am attach- 
ing a list of these provisions which we submitted to the Senate Banking 
and Currency Committee, together with a summary of cases received 
and disposed of under each provision. 

(Appendix D appears at p. 50.) 

Not only must we continue to apply our standards firmly but we should 
strengthen the price-control features of the law 

Several amendments approved at the last session of Congress 
have had the result of weakening the effectiveness of price control 
and in our judgment should be repealed. These amendments are 
section 402 (d) (4), the so-called Capehart amendment, section 402 (k), 
the so-called Herlong amendment, and the last sentence of section 101, 
the so-called Butler-Hope amendment. 


Capehart amendment 

This amendment, which is applicable to manufacturers, processors 
and sellers of services, has two principal features. First, it prohibits 
roll-backs below prescribed levels; second, it requires OPS to allow any 
individual seller coming within the scope of the amendment to obtain 
an adjustment of his ceiling price based on the highest pre-Korean 
price, plus all cost increases up to July 26, 1951, except those deter- 
mined to be unreasonable or excessive. 

This committee held hearings during the last session of Congress on 
proposals to repeal or modify the provision and reported out a sub- 
stitute bill which was a compromise designed to retain the principles 
of the amendment consistent with removal of the serious administra- 
tive difficulties it creates. In the course of the hearings last fall 
before this committee, Mr. DiSalle testified as to why repeal was 
necessary. Those reasons, I think are equally applicable now. 
Therefore, I shall limit myself to a brief summary of those reasons. 
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The provision raises prices unnecessarily. It permits increases in 
ceilings independently of any consideration or showing of hardship 
and even where ceilings are already generally fair and equitable under 
standards which OPS had developed. It has never been the practice 
of industry to translate all cost increases into price increases, and it 
is not unreasonable to expect that business will continue to find ways 
to absorb some cost increases. 

As of April 18, some 7,433 applications under this amendment had 
been received from 193) different manufacturers. It is estimated 
that these ceiling increases have aggregated about $850 million. We 
have just issued to steel producers permission to apply for increases 
averaging about $3 per ton on steel products. This would amount to 
another quarter of a billion dollars. 

Applications continue to be received, at an irregular rate. Although 
the amendment relates to cost increase through July 26, 1951, it 
appears that many producers who may be eligible for upward adjust- 
ments will delay making application unless or until new higher costs 
are incurred. ‘Thus, the steel industry evidenced no interest in the 
Capehart provisions until a new wage increase was pending. Others 
may wait until stronger demand conditions make it possible to put 
higher prices into effect. Still others may have been deterred by the 
extreme complexity of the calculations which the amendment requires, 
or the unavailability of the basic records. 

In previous testimony, OPS’ officials have stressed the serious diffi- 
culties of administering the Capehart amendment. Actual experience 
has convinced us that these difficulties were not exaggerated. The 
provision assumes that measurement of changes in all costs, including 
overhead, is a matter of simple arithmetic, easy for sellers to calculate 
and for OPS to check. But accounting measurement is instead a 
matter of infinite complexity and variety. OPS has struggled to-write 
regulations and develop procedures which steer a middle ground be- 
tween the extremes of unreviewed self-pricing, and inordinately long 
delays. 

But even our simplest procedures require desk audits ranging from 
an estimated average 10 man-hours per application for applications 
under CPR 20 and 30, 80 man-hours under GOR 21, and from 130 to 
300 man-hours under the automobile regulation. Although strenuous 
efforts—to the exclusion of other urgent work—have been made to 
expedite review of existing applications, a substantial backlog remains. 
Pending review, most. of the higher prices had to be allowed to go into 
effect, whether correctly computed or not, and experience shows that 
a large proportion has not been correctly computed. 

Another difficulty is that the individual adjustments permitted by 
the amendment interfere seriously with the necessary program of 
developing uniform, workable regulations, tailored to specific indus- 
tries or products, unless the price established in such tailored regula- 
tions is set at the highest point permitted to any individual seller under 
this amendment. 

I think it important to note that even immediate repeal of the Cape- 
hart amendment would not mean canceling out price increases already 
granted. As a matter of fact, even with immediate repeal, fairness 
would require us to give certain companies, which have not taken ad- 
vantage of the provision, increases commensurate in amounts with 
those obtained by their competitors. However, repeal would enable 
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us to prevent further widespread and unnecessary price increases in 
many fields in which the amendment has not yet been invoked. 


Herlong amendment 

The second weakening amendment is section 402 (k), the so-called 
Herlong amendment. This prevents OPS from fixing ceiling prices 
which allow wholesalers and retailers less than their customary pre- 
Korean percentage margins. 

As a practical matter considerations of fairness and equity would 
today frequently require preservation of pre-Korean percentage 
margins. However, in other cases a reduction in these percentage 
margins might be perfectly fair to all concerned. Yet such a reduction 
would not be legally possible. 

The amendment has the particular effect of preventing dollars-and- 
cents pass-throughs of increased costs (unless the pass-through was 
provided in existing regulations), even though such a pass-through 
would be entirely equitable to the distributive trades. 

An illustration of the impact of section 402 (Ik) was evident when 
manufacturers’ excise taxes were raised several months ago. Ordi- 
narily it would have been a sound technique of price control to allow 
wholesalers and retailers a dollars-and-cents pass-through of those 
increases. However, section 402 (k) required OPS to afford these 
distributors their regular pre-Korean percentage margins on top of the 
tax increases. This group obtained, therefore, what amounted to a 
profit on the tax. Ceilings had to be increased to permit distributors 
a windfall of about $140 million, over and above the amount of the 
excise tax increase. 

The amendment, of course, bas the further effect of pyramiding 
the price increases granted at the manufacturing level under the 
Capehart amendment, 


Butler-Hope amendment 

The third amendment weakening the control program is the last 
sentence of section 101. This outlawed the slaughter quota program 
which had previously been established by OPS. The purpose of this 
program was to assure that each legitimate slaughterer would get a 
fair share of the total available supply of livestock. Such a program 
is of particular importance when the livestock situation is tight—as it 
again may well be this summer and fall—in order to assure fair dis- 
tribution of livestock. For that reason it is essential that slaughter 
quota authority be restored in the act, either in the form proposed by 
the Senate Banking and Currency Committee last fall, or in the form 
of direct repeal of the last sentence of section 101. 

In my judgment, the public interest requires that stabilization 
provisions of the Defense Production Act be extended. 

Communist aggression remains a threat to the free world. This 
condition requires that our defense mobilization program go forward. 
Until that program is “over the hump,” destructive inflation con- 
tinues to threaten our people and our economy. 

Our stabilization measures—direct and indirect—have achieved 
substantial success up to now. Inflation is under control. But our 
success up to now cannot blind us to the continuing dangers. Our 
people and our economy need the continuing protection of a strong 
Defense Production Act. 
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Continued good fortune may make it unnecessary to use all of these 
powers to the full and we have no desire to use them when and where 
they are not needed; but where they are needed, they must be 
exercised firmly and even-handedly. 

T am sure that the Congress will see fit to extend the authority for 
price stabilization. 

Mr. Chairman, I would like to make the appendixes I referred to 
in my statement a part of the record. 

The Cuarrman. That may be done. 

(The information referred to is as follows:) 


AppenpDix A 
OFFICE OF PRICE STABILIZATION 
WASHINGTON 
APPLICATION OF OPS Inpustry EARNINGS STANDARD 


A set of principles and procedures for the guidance of its commodity divisions 
in applying the “industry earnings standard” in relation to requests for industry- 
wide ceiling price increases was announced today by the Office of Price Stabiliza- 
tion. 

The OPS industry earnings standard, as announced last April, is used in cases 
where an entire industry seeks an increase in its ceiling prices. In brief, it pro- 
vides that price relief will not be granted unless the industry can show that its 
current earnings are less than 85 percent of its earnings in the best 3 of the 4 years 
1946-49. 

Thus the OPS industry earnings standard uses the same ‘‘base period” as that 
used in the excess-profits tax. 

OPS does not always have data showing whether its ceilings meet the earnings 
standard. The obligation is on an industry to show that a serious situation exists. 
Once such a showing has been made, however, OPS will undertake surveys and 
will take other steps to discover the facts promptly. 

The procedures and principles to be followed in applying the earnings standard 
are contained in a memorandum to OPS commodity division directors from 
Edward Phelps, Jr., Director of Price Operations. The memorandum was ap- 
proved by OPS Director Michael V. DiSalle as his last official act before leaving 
the post which he has held since December 1950. 

Issuance of the memorandum has the approval, Mr. DiSalle said, of Roger L. 
Putnam, Administrator of the Economic Stabilization Agency. 

The memorandum does not attempt to cover all of the problems which may 
arise in application of the standard. It is also possible, Mr. DiSalle said, that 
operation under the standard will show that it needs to be modified in some 
respects. 

The memorandum is issued now, he said, to provide operating guidance to the 
commodity divisions during such period as may be necessary to develop a more 
complete and definitive statement. 

The earnings standard, Mr. DiSalle further pointed out, is not the only standard 
which will be used. A ‘‘product standard” will be issued shortly, and in addition 
there are individual adjustment standards. 

In its introduction, the memorandum emphasizes that the industry earnings 
standard is no mere mechanical rule. On the contrary, it is fundamental price- 
control policy, and as such must be carefully and consistently applied by all 
OPS commodity divisions. 

The policy itself is not new, although its detailed application was not spelled 
out until now. The standard was first announced last Apri! in a letter to Mr. 
DiSalle from Erie Johnston, then Administrator of the Economic Stabilization 
Ageney. A principal directive in the letter was: 

“The level of price ceilings for an industry shall normally be considered ‘gener- 
ally fair and equitable’ under the Defense Production Act if the dollar profits of 
the industry amount to 85 percent of the average for the industry’s best 3 vears 
during the period 1946-49, inclusive. The profits should be figured before 
Federal income- and excess-profits taxes and after normal depreciation only, with 
adjustments made for any change in net worth.”’ 
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Although this basic-earnings standard has been in existence for some time, and 
has been increasingly used, it is only recently that it has become possible to make 
general use of the policy in relation to requests for price increases. 

This is because distortions in the price structure following the general freeze of 
January 1951 had to be straightened out before it was feasible to apply generally 
the standards which would be appropriate if all prices had first been frozen in a 
more normal competitive pattern. 

Principal points dealt with in the memorandum are: 

1. The Defense Production Act requires that ceiling prices be generally fair 
and equitable. This requires that OPS regulations must (a) provide a reason- 
able level of industry earnings: (b) provide a fair distribution of total returns 
within each industry, and (¢) not be arbitrary and capricious in the legal sense. 

The industry earnings standard is concerned mainly with the first of these 
requirements; that is, that the level of earnings of an industry must be protected. 
A number of modifications are provided, however, to insure a fair distribution of 
total returns among the various firms of an industry. 

It is emphasized, however, that neither the industry earnings standard nor 
any other price control standard promises that each producer will realize a profit. 

2. The earnings standard will not be used as a standard for roll-backs. The 
basic philosophy of emergeney price control is to preserve as far as possible prices 
and price relationships which existed in the period immediately preceding the 
emergency, adjusted as required by fairness and equity. Thus the industry 
earnings standard is not a roll-back standard. On the contrary, it is one of the 
standards to be used in determining whether a price increase is necessary. 

3. Cost absorption, within reasonable limits, is fundamental to emergeney price 
control. Prices need not be increased unless the earnings standard (or some other 
applicable standard) calls for increases. If cost increases have not reduced earn- 
ings below the standard, then the cost increases must be absorbed. 

4. In relation to the earnings standard, earnings are considered to be profits 
before income and excess profits taxes. Nonrecurring and nonoperating profits or 
losses (such as profits from the sale of securities or property, or losses from flood 
or fire) are to be excluded. Similarly, overceiling purchases or wages, accelerated 
amortization, and other unusual and excessive charges are not to be recognized. 

5. In many eases an industry will include one or more companies which clearly 
fall in another industry in addition to the one under consideration. Nevertheless, 
in general the earnings of such firms not derived from their operations in the 
industry need not be segregated. 

But special provision is made in this connection where a substantial part of the 
output of a particular product or line of produets made by a multiple-product 
industry is represented by single-line producers, that is, producers who make 
only the particular product or line. It might be in such cases that the high 
earnings of a few large multiple-line producers would so dominate the totals that 
the earnings standard for the industry will be met despite the relatively unfavor- 
able showings made by the single-line producers. 

To avoid unfair treatment of the single-line producers in such cases, the indus- 
try earnings standard may also be applied to the product line separately con- 
sidered, and ceilings set high enough to satisfy the earnings standard on the prod- 
uct line. 

6. Provision is made for a number of special situations that may arise: 

(a) In some cases current returns may be so abnormally distributed that pro- 
ducers accounting for a substantial total of an industry’s output may be operating 
at a loss or on a break-even basis, even though the earnings standard is satisfied 
for the whole industry. To prevent this, ceilings should be set high enough to 
permit sellers comprising the bulk (by dollar volume) of the industry to operate 
profitably. Ordinarily, the bulk of an industry will consist of the lowest-cost 
producers whose production represents 80 percent of the industry’s dollar volume. 
Application of this rule means that ceiling increases above those required by the 
earnings standard must be granted so that producers of 80 percent of the output 
are making some profit. These increases need not be generalized to all products 
or the sales of all companies. 

(b) Sometimes it will develop that earnings in the 4 years 1946-49 were not 
representative of the normal earning power of an industry, or even though repre- 
sentative, still were unreasonably low. Because of the difficulty in substituting 
another base period, a minimum industry return of 10 pereent of net worth will 
be used to take care of such cases. 

The opposite of this situation may be true on occasion. A few industries may 
have had extremely high earnings in the base period. In exeeptional eases down- 
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ward modifications of base period earnings may be made. For a few industries 
which benefited from postwar shortages, the abnormality of earnings was concen- 
trated in 1946. In such eases, OPS ordinarily will substitute 115 percent of the 
average earnings in 1947-49, where that is lower, instead of 85 percent of average 
earnings in the best 3 years 1946-49 (including 1946). 

Additional sections of the Phelps memorandum deal with how an industry is 
to be defined; determination of net worth (that is, the aggregate book value of the 
ownership interest in a business unit); when and how to make earnings standard 
studies, and, finally, a step-by-step summary of procedure in determining the 
necessity and amount of price adjustments. 

The memorandum is known as Price Operations Memorandum No. 25. It is 
dated February 15, 1952. 


Fesrvuary 15, 1952. 
PricE OPERATIONS MEMORANDUM No. 25 


To: Commodity Division Directors. 
Subject: Industry earnings standard. 


PURPOSE OF THIS MEMORANDUM 


This memorandum explains the general procedures and principles to be used in 
the administration of the industry earnings standard. It does not deal with all 
of the questions arising with respect to the standard. Most notably, it fails to 
treat the question of earnings reductions associated with reduced volume as a 
result of materials cut-backs. Further supplementary instructions may be neces- 
sary with respect to depletion industries, developmental industries, and other 
special situations. 

The guides established in this memorandum are, of course, always subject to 
amendment. Experience in operating under these rules, or their proposed appli- 
cation to specific cases, may lead to the necessity to reconsider particular points, 
or to supplement them with instructions covering new problems. However, until 
changed, these rules represent agency policy, and no deviation from them should 
be made without full clearance through usual channels, prior to any formal dis- 
cussion with industry. 

It is clearly recognized that the particular procedures may not be directly 
applicable in all circumstances. But the earnings standard is more than a me- 
chanical rule; it represents a fundamental price control policy. Where the par- 
ticular procedures are inapplicable, it is incumbent upon operating officials to 
devise and to propose solutions that are consistent in spirit and basic result with 
the procedures here outlined. 


ORIGIN OF THE INDUSTRY EARNINGS STANDARD 


The industry earnings standard was set forth in a letter from Mr. Eric Johns- 
ton, Administrator of the Economic Stabilization Agency, to Mr. Michael V. 
DiSalle, Director of the Office of Price Stabilization, dated April 21, 1951. The 
portion of the letter dealing with the industry earnings standard is quoted below. 

“The basic policy shall be to allow no price increase above the levels set 
by interim regulations, except to the minimum extent required by law, or 
for exceptional reasons of public policy. 

“This basie policy will require the development of standards which set 
forth, as specifically as possible, (a) the conditions under which the law re- 
quires that prices of an industry or of a commodity be increased, and (6) the 
conditions under which prices may be increased over and above the mini- 
mum legal requirements. 

“The basic standard reflecting the minimum requirement of law (apart 
from certain farm and food commodities) shall be as follows: 

“(1) The level of price ceilings for an industry shall normally be con- 
sidered ‘generally fair and equitable’ under the Defense Production Act 
if the dollar profits of the industry amount to 85 percent of the average 
for the industry’s best 3 years during the period 1946-49, inclusive. 
The profits should be figured before Federal income and excess-profits 
taxes and after normal depreciation only, with adjustments made for 
any change in net worth.” 

It should be noted that the industry earnings standard is set forth as a mini- 
mum requirement of law. Legally, it constitutes a basic part of the administra- 
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tive interpretation of the requirement in the Defense Production Act that ceiling 
prices be ‘generally fair and equitable.” 

Identical language in the Emergency Price Control Act of 1941 led to the de- 
velopment by the Office of Price Administration of an industry earnings standard 
very similar to the present one. This standard was approved by the Emergency 
Court of Appeals as an appropriate interpretation of the law. The present in- 
structions draw heavily upon OPA’s experience in the application of the wartime 
industry earnings standard. 


THE REQUIREMENT THAT PRICES BE GENERALLY FAIR AND EQUITABLE 


As noted above, the Defense Production Act requires that ceiling prices be 
“generally fair and equitable.’’ This phrase is interpreted as requiring that 
regulations must (a) provide a reasonable level of industry earnings; (b) provide 
a fair distribution of total returns within each industry; and (c) not be “arbitrary 
and capricious,”’ in the legal sense. 

The industry earnings standard is designed primarily to meet the first require- 
ment, namely, to protect the level of earnings of an industry, but it also includes 
certain modifications designed to insure a fair distribution of total returns among 
the various firms of an industry. The product standard is designed to insure a 
fair distribution of total returns among various products of an industry. How- 
ever, it should be emphasized that the industry earnings standard and the prod- 
uct standard are applied to an industry and product respectively, and do not 
promise that each producer will realize a profit on each and every product, or 
even an over-all profit. 


THE EARNINGS STANDARD AND ROLL-BACKS 


Although it might be legally justifiable to use the industry earnings standard 
as a standard for roll-backs, it is not used for this purpose. This is not only be- 
cause of administrative considerations, but more miportantly because the basie 
philosophy of emergency price control involves the preservation so far as possible 
of prices and price relationships existing in the period immediately preceding the 
emergency, making only such changes in those relationships as are required on 
grounds of equity, or, in rare and unusual cases, to obtain additional production. 
Thus, the industry earnings standard is not a roll-back standard; on the contrary, 
it is one of the standards to be used to determine the need for price increase. 


THE EARNINGS STANDARD AND “COST ABSORPTION” 


Although the industry earnings standard is a standard for increasing prices, its 
corollary is that prices need not be increased unless this standard (or other appli- 
cable standard) is met. In other words, cost increases are not the basis for ceiling 
increases, unless or until such cost increases have reduced earnings below the 
standard. Up to this point, cost increases must be absorbed. 

The idea of cost absorption, within reasonable limits, is fundamental to emer- 
gency price control. The opposite of cost absorption is cost-plus pricing. Under 
a cost-plus system, the incentive to keep costs down largely disappears. Further, 
there can be no hope of breaking the spiral of rising costs, rising prices, rising costs 
unless some absorption is required. 

The earnings standard avoids cost-plus pricing in two ways: it requires absorp- 
tion before price increases are granted, and, even where price increases are granted, 
they are granted on an industry basis. Any firm which can increase its efficiency 
relative to its competitors is rewarded. 

For this reason, and because it is not a rollback standard, the industry earnings 
standard does not constitute profit control. 


DEFINITION OF AN INDUSTRY 


An industry is a group of firms with certain common characteristics which set 
them off from the rest of the economy. These common characteristics relate to 
the products—and the assortment of products—which they make, or to the 
materials, manufacturing processes, or marketing methods which they use. When 
price relief is determined to be required under the earnings standard the definition 
of the industry will have to be developed in terms of products as well as firms, 
Definition in particular cases is made difficult because the typical industry includes 
both single line and multiple line producers, and multi-product producers may 
differ among themselves as to the variety of their products and the manner in 
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which their operations overlap with different groups of single-line producers. It 
will be necessary in many cases to regard a multi-product producer as being part 
of two or more industries, e. g., a textile firm producing both cotton and rayon 
fabrics may be both in the cotton textile industry and in the rayon weaving 
industry. In cases such as General Electric, Dupont, or General Motors, one 
company may straddle a large number of industries. 

In defining an industry, the Standard Industrial Classification should be fol- 
lowed, where feasible. OPA groupings will also be helpful in some cases. Usage 
of the trade itself in forming trade associations also gives clues as to common 
interests. 

Nevertheless, an area of discretion and judgment must remain. In exercising 
this discretion, the following guides should be followed: 

(1) An industry typically makes related products, from the same general kinds 
of raw materials. 

(2) Ordinarily there is a basic similarity in the manufacturing processes. On 
the other hand, variations are to be expected in stages of technological advance- 
ment, degrees of integration, style of product, and specific end uses, as well as 
the method of marketing. 

(3) An industry usually makes a wide variety of products; a single-line industry 
tends to be the exception rather than the rule. : 

(4) The industry should not generally be so narrowly defined that a substantial 
number of its firms fall within another industry as well. 

(5) On the other hand, the industry should not be so broadly defined that it 
includes two substantial groups of firms, each group with common characteristics 
of its own, but with nothing in common with the other group, merely because 
some large firms have something in common with both groups (e. g., because 
several large automobile producers are also important in the production of refrig- 
erators, automobiles and refrigerators should not be considered as one industry.) 


EARNINGS 


For the purpose of the earnings standard, earnings are profits before income and 
excess profits taxes, determined in accordance with sound accounting principles 
consistently applied. Profits or losses from the sale of securities or property, flood 
and fire losses, and similar non-recurrent and non-operating profits or losses should 
be excluded. In determining earnings, certain items should not be recognized. 
These may include emergeney or accelerated amortization, increments to special 
contingeney reserves, overceiling purchases or wages, excessive salaries, or other 
unusual or excessive charges not related to the regular operation of the industry. 

Current earnings data are available only after some lag. However, earnings 
data for the most recent completed accounting period—normally a quarter 
should be used, and they may be adjusted for known and measurable changes in 
costs or selling prices that have occurred since the beginning of the accounting 
period used. Thus an industry need not have operated for any completed account- 
ing period below the earnings standard before any price relief may be contem- 
plated. The basis for any projections of earnings must, however, be clear and 
reasonable. Particular attention must be paid to the possibility that increases 
in certain cost elements mav be offset or partially offset by changes in methods 
of manufacture, by substitutions of materials, or by changes in volume. Earnings 
reductions that can reasonably be expected to be temporary can be ignored. 

Special problems exist with respect to seasonal commodities or materials. The 
accounting period used as the basis for measurement must be one that is repre- 
sentative in terms both of production and sales, and changes in materials prices 
or other cost elements which are influenced by seasonal factors must be adiusted 
to remove the seasonal element. Often this will mean that an annual accounting 
period must be used as the basis for computations. 


SPLITTING THE EARNINGS OF MULTI-INDUSTRY COMPANIES 


Where the industry includes one or more companies which clearly falls in another 
industry as well as the one under consideration, the question arises of segregating 
out the earnings of such firms that are not derived from their operations in the 
industry under consideration. In general, this will not be done. The protection 
described below for single-line producers and for industry segments should in 
most cases take care of the problem posed by such a situation. 

In some instances, however, it is entirely appropriate to exclude from an earn- 
ings survey the earnings of companies more than 50 percent of whose sales are of 
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products that fall in other industries. This should be done where these multi- 
industry companies do not contribute an important fraction (normally one-third) 
of the sales of the industry. (Although excluded from the survey, they remain, 
of course, part of the industry.) 

Where such multi-industry companies contribute more than a third of the 
industry’s sales, it is permissible to use operating statements for departments or 
divisions of the multi-industry companies, where these have been regularly pre- 
pared on a consistent basis. (Where they have not so been prepared, over-all 
arnings must be used.) This procedure raises problems in connection with the 
net worth adjustment, discussed below. 


NET WORTH 


Net worth refers to the aggregate book value of the ownership interest in a 
business unit. For a corporation this is ordinarily the sum of the outstanding 
capital stock, surplus, and surplus reserves. For a partnership or proprietorship, 
net worth is usually the sum of the owners’ capital accounts and any proprietor- 
ship loan accounts 

When it is necessary to use departmental operating statements for multiproduct 
companies in lieu of over-all profit and loss statements, it is also necessary to develop 
a reasonable approximation for net worth applicable to this segment of the business. 
Consistency of method is very important in such calculations. 

The net worth to be used for a period may be the amount of the net worth (1) 
at the beginning of a period; (2) at the end of the period; or (3) an average of the 
net worth at the beginning and end of the period. However, one of these bases 
must be consistently used in any individual study. 

For an interim current period the net worth at the end of the latest accounting 
year may be used as the current net worth. 


MUTIPLE PRODUCT INDUSTRIES WITH SUBSTANTIAL SINGLE-LINE MEMBERSHIP 


In some cases a substantial portion of the output of a particular product or 
line of products made by a multiple-product industry is represented by single-li 
producers—i. e., those which make only this product or line It is possible in 
such cases for the high earnings of a few large multiple-line producers to dominate 
the totals to such an extent that the earnings standard for the entire industry will 
be met in spite of relatively unfavorable showings made by the single-line pro- 
ducers. To avoid unfair treatment of the single-line producers under these cir- 
cumstances, the industry earnings standard may also be applied to the product 
line separately considered, and ceilings set high enough to satisfy the earnings 
standard on this product line. The data to be used in such application would 
include the over-all earnings of the single-line producers together with data relating 
to operations on this particular product line which are readily available from the 
multiline companies. 

The following rules should be observed in this application: 

(a) “A substantial portion” of the output of a product or product line 
ordinarily means a third or more of the industry’s output of that product line. 
In cases where a considerable number of the individual firms are single-line 
producers, a lower percentage of the output may be considered a substantial 
portion. Forexample, 10 single-line producers out of a total of 20, accounting 
for at least 20 percent of the output of the product or product line might be 
considered a substantial part even though they represented less than a third 
of the total production. On the other hand, 4 single-line producers out 
of a total of 20, accounting for only 20 percent of the total output would not 
be considered a substantial part. 

(b) A “single-line producer” is a producer a very large part of whose dollar 
volume (ordinarily 75 to 85 percent or more) is concentrated on one product 
or line of products made by the industry under study. 

(c) In comparing current earnings with those of the base period, the over-all 
earnings of the ‘‘single-line’’ producers are used. Since single-line producers 
are defined as those whose dollar volume of sales is predominantly in the 
industry under consideration, income from other activities should not 
ordinarily affect the total earnings picture significantly. 

(d) This rule is not a substitute for the product standard. Rather it is 
applied only as a means of avoiding hardship to a substantial group of single- 
line companies. 
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SEGMENTS OF INDUSTRIES IN SPECIAL ECONOMIC SITUATIONS 
There are situations where a group of firms, because of the nature of their 
operations, share a special economic situation that sets them apart as a separate 
and important “segment” of the industry. In Heinz et al v. Bowles (ECA, March 
29, 1945, 2 Op. and Dec. 113), the Emergency Court of Appeals held that an 
OPA regulation would be invalid as to a group of nonprocessing slaughbters, if 
the maximum prices in that regulation plus certain subsidy payments did not 
afford an ‘adequate margin for profitable operations.”’ It is doubtful if this 
rule has wide applicability. However, under the Heinz decision, where relief 
can be granted consistently with the objectives and effective administration of 
the stabilization program, it is considered necessary to permit a group of sellers 
in this limited type of situation a ‘‘margin for profitable operations.”’ 


INDUSTRIES WHOSE RETURNS ARE ABNORMALLY DISTRIBUTED 


In some cases, current returns of an industry may be so abnormally distributed 
that producers accounting for a substantial portion of the total output are 
operating at loss (or under GOR 10, or similar provision, at a break-even basis), 
even though the industry earnings standard is satisfied for the industry as a 
whole. To prevent this, a rule has been adopted that ceiling prices must be 
high enough to permit sellers comprising the bulk (by dollar volume) of the 
industry to operate profitably. Ordinarily, the ‘“‘bulk of the industry’ will 
consist of the lowest-cost producers whose production represents 80 percent of 
the industry’s dollar volume. In other words, ceiling increases over and above 
those required by the earnings standard must be granted so that producers of 
80 percent of the output are making some profit. These increases need not be 
generalized to all products or the sales of all companies. 


ABNORMALITIES IN THE BASE PERIOD 


An adjustment will be made in cases where developments in the base period 
were such that the 4 years, 1946-49 inclusive, were not representative of the 
normal earning power of the industry, or where earnings, although representative, 
were unreasonably low. Since fluctuations in the rate of profits tend to be great 
during periods of transition between war and peace, some industries had earnings 
in the years 1946-49, inclusive, which were considerably below what could reason- 
ably be expected over a longer period of time; while other industries benefited 
from the accumulated demands of the war years and thus enjoyed extraordinary 
prosperity. 

However, the fact that the years 1946-49 represent the only available peace- 
time period unless reference is made to prewar experience ordinarily prevents 
substitution of a more representative period where 1946-49 was clearly abnormal 
on either the high or low side. The omission of one of these years partially 
corrects for possible unfavorable abnormalities, where an industry suffered a 
reasonably short period of readjustment. It does not correct for cases where 
the readjustment reduced average earnings in the three best years to an unreason- 
ably low level. Rather than to change the base period, however, a floor of 10 
percent of net worth has been introduced to take care of both (a) cases where 
an industry’s three best years, 1946-49, were abnormally low, and (b) cases 
where an industry’s earnings may not have been abnormally low in terms of 
historical experience, but where it is argued that the base period rate is 
“unreasonable.” ! 

Other industries may, on the other hand, have experienced abnormally high 
earnings in this base period. Downward modifications of base period earnings 
may be appropriate in some few cases in which the 1946-49 earnings were clearly 
extremely high relative to the norma! earning power of the industry, because of 


| There may be certain special cases in which two of the four base period years are clearly "nrepresentative 
and in which the use of the 10 percent floor may be unreasonably rigid. For example, there may be an 
industry which was shut down by a strike during a large part of 1 year and which sffered severe foreign 
exchange losses during 1949 as a result of the devaluation of most Euronean currencies. In such cases, two 
alternative possibilities may be explored. The first world be adjusting the onerating res Its for one of 
the years by correcting for the special factor which caused the earnings to be unrenresentative. This can 
be done only where the effects of such a factor can be segregated, but it may be possible in a few 
instances such as, for examnle, losses due to changes in exchange rates. The alternative wovld be to establish 
the required level of earnings at 70 percent of the two best years. This would be advantageous only when 
the earnings in the next best year were less than one-haif the average rate for the two best years. 

Neither of these alternatives may be applied except in very unusual circumstances and then only after 
obtaining advance clearance throvgh the usual channels on the basis of a full exposition of all the relevant 
facts. 
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peculiar postwar conditions. No simple formula can be developed to handle 
eases of this sort, but the division should, in such cases, obtain earnings data 
for a longer period, if possible back to 1935, so that 1946-49 earnings may be 
compared with prewar and wartime earnings experience. These data should 
be submitted to the clearance committee, together with a recommendation for 
appropriate adjustment, if any, in the 1946—49 earnings rate. In this connection 
it should, of course, be kept in mind that earnings for industry in general were 
substantially higher in the postwar than in the prewar period. 

For a few industries which benefited from postwar shortages, the extreme 
abnormality of earnings was concentrated in the year 1946. In such cases, 
OPS will ordinarily use 115 percent of the average earnings in 1947-49, where 
that is lower, instead of 85 percent of the best 3 years (including 1946). 


WHEN AND HOW TO MAKE EARNINGS STANDARD STUDIES 


OPS does not have a system of continuous financial reporting, and the FTC- 
SEC reports are frequently inadequate. Furthermore, earnings standard cases 
often arise as a result of recent cost increases, whose effects will not be reflected 
in earnings until some period has elapsed. Consequently, new data collection 
will almost always be involved. When should an earnings study be undertaken? 

OPS cannot at all times have data which prove that its ceilings meet the earnings 
standard. The obligation must rest with the industry to show that a serious 
question exists as to whether the earnings standard is met. This showing may 
be made by the submission of data showing that a few representative firms fail 
to meet the standard, or by demonstrating that a severe cost increase has recently 
been incurred, and that recent earnings were probably insufficient to permit full 
absorption under the standard. Once this prima facie showing is made, OPS has 
the obligation to discover the facts. 

Where few if any of the products of an industry are selling at ceiling prices, 
OPS ceilings are obviously not preventing the industry from meeting the earnings 
standard. But in the present interim period of occasional ‘‘soft’’ markets, a 
question may arise where an industry fails to meet the earnings standard although 
a substantial percentage, but not all, of its products are selling at ceiling levels. 
Any division faced by a possible earnings standard application under these cir- 
cumstances should immediately forward the appropriate facts to the clearance 
committee, which will arrange discussions to secure a policy decision. 

This memorandum will not attempt to aescribe detailed procedures for earnings 
standard surveys, but the following points should be borne in mind: 

(1) Earnings data will often be available for the industry from the FTC-SEC 
project. These data may not in all cases relate to an industry defined in precisely 
the way that is relevant for the earnings standard, but they may provide a prelimi- 
nary judgment as to the need for further study. 

(2) Where the industry is defined more narrowly than existing FTC-SEC classi- 
fications, it may be possible for FTC-SEC to supply data for a representative 
sample based on the OPS industry definition. 

(3) Even where data from additional companies must be collected by OPS, 
available individual company returns included in the FTC-SEC sample may be 
useful. 

(4) Where the number of firms is large, OPS data collection should be handled 
on a sampling basis. Selection of a truly representative sample is of utmost 
importance. (See Staff Memorandum No. 2, of the Survey Review Division). 

(5) Where an adjustment must be made to take account of recent cost or 
ceiling increases, the additional data should be collected in such a way (usually 
from the same companies) that it can readily be used to adjust the earnings data. 
Care must be exercised that all the data necessary to make the proper adjustments 
are obtained at one time. 

(6) Earnings standard surveys may usually be made by mail, unless compli- 
cations are introduced by the necessary adjustments for cost or ceiling changes. 
The Survey Review Division and the Office of Accounting have experience in 
such matters and should be consulted immediately upon determining that a 
survey is required. 


HOW TO DETERMINE THE NECESSITY AND AMOUNT OF PRICE ADJUSTMENT 


The calculation of eligibility under the earnings standard, and of the necessary 
price adjustment may be summarized in the following steps: 

(1) Determine the industry’s return as a percentage of net worth in each of 
the 4 years, 1946-49. Select the 3 years in which this rate was highest. 








44 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


(2) Total the earnings for these three best vears (including at zero anv years 
in which the industry total was negative), and total the net worth for the same 
3 years. 

(3) Take 85 percent of the earnings total, and find what percentage this is of 
the net worth total. 

(4) Apply this percentage to current net worth, and compare the results with 
adjusted current earnings. If current earnings exceed the calculated required 
earnings, no price increase is required. 

(5) If current earnings fall short of required earnings, subtract the current 
earnings from the required earnings and increase the difference by whatever slight 
cushion may be appropriate to avoid the necessity for an early reopening in the 
event of a subsequent minor increase in costs. 

(6) This adjusted difference can then be expressed as a percentage of current 
sales of the products comprising the industry, and ceilings for these products be 
increased by this percentage. (Ordinarily, this increase should not extend to 
special ceilings under individual adjustment orders based on hardship.) If there 
is some good reason for doing so, the same dollar amount can be distributed in 
some other way. For example, if prices were customarily uniform, but arc now 
nonuniform, some or all of the dollar amount may be used to restore uniformity. 
Or, if the industry’s earnings have been reduced primarily because of a cost increase 
on particular products, the price increase may be concentrated on these products, 
particularly if these are essential products, and there is reason to suppose that so 
concentrating the increase will advance a desirable supply objective. The in- 
crease may not, however, be concentrated on certain items merely because those 
are items for which demand is greatest. 

Wherever possible, any price increase required under the earnings standard 
should be given in conjunction with the issuance of a tailored regulation for the 
industry (using dollars-and-cents prices if possible), if such does not already exist. 

Where costs vary widely among firms, and differential pricing is feasible, the 
earnings standard may be met by differential price increases. This may even be 
done by means of an individual adjustment provision, 





APPENDIx B 
Sratrus or Cases UNpER INDuUsTRY EARNINGS STANDARD 
1. PRICE INCREASES GRANTED UNDER INDUSTRY EARNINGS STANDARD 


Beer wholesalers 

Waxed paper 

Foodboard caps, closures, cups, and containers 
Lead storage batteries 

Glass containers 

Bakery products 

Diamond grinding wheels, powder and compound 
Zine die castings 


Il. INCREASES DENIED AFTER INDUSTRY EARNINGS STANDARD SURVEY 
Cicarettes 
Ill. SURVEYS IN PROCESS OR APPROVED BY CLEARANCE COMMITTEB 


Semivitreous dinnerware 

Vitreous chinaware 

Frit industry (porcelain enamel-like surfacing) 
Lawn mowers 

Retail grocery stores, group 3 and 4 (large) 
Cizars 

Cotten ginning machinery 

Potash 

Mc terized fire apparatus 

Lake cecal deck dealers 

Zine die castings (second increase) 

Brass mill products 

Hardwocd chareeal 

tetail selid fuel dealers 

Anthracite coal producers 
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IV. PROPOSED BY INDUSTRY—-PENDING 





Coal briquettes 

Baltimore fuel oil distributors 

Fuel cil distributors, Washington State 
Asbestos cement products 

Hand blown and hand pressed glassware 
Restaurant and hotel meat suppliers 
Asbestos textiles 

Graphite crucibles 

Ferromanganese and ferrochrome 

Wire and cable 


Vv. SAMPLE OF REQUESTS FOR PRICE INCREASE TURNED DOWN UNLESS OR UNTIL 
SHOWING MADE UNDER EARNINGS STANDARD 


Entire paper industry 

Printing industry 
Private-brand cosmetics 
Phenolie resin 

Passenger-car manufacturers 
Truck manufacturers 
Automotive original equipment 
Automotive replacement parts 
Diesel-electric locomotives 
Printing machinery 
Construction machinery 

Pulp and paper machinery 
Mining machinery 

Scientific instruments 
Illuminating glassware 
Welding rods 

Lead-headed and galvanized nails 
Some canned and frozen fruits and vegetables 
Fluid milk 

Soft drinks 

Candy 

Liquor retailers 

Distillers 

Pennsylvania crude oil 





APPENDIX C 
OFFICE OF PRICE STABILIZATION 
WASHINGTON 
Propuct STANDARD 


OPS Director Ellis Arnall today announced adoption of a product standard to 
give price relief to a manufacturing industry if, on the average, it produces a par- 
ticular product or product line at a loss. The standard has been approved by the 
Economie Stabilization Administrator, Roger L. Putnam. 

This relief is permitted even though the over-all earnings of a particular industry 
meet the test of the OPS industry earnings standard. 

(The OPS industry earnings standard, as announced last April, provides that + 
general price relief will be granted to any industry that can show its current 
earnings are less than 85 percent of its earnings in the best 3 of the 4 years 1946-49.) 

Stated in its simplest form, the product standard requires that the ceiling price 
for a particular product be high enough to cover the average total cost of producing 
and distributing that product.’ But OPS made it clear today that it would exclude 
any unreasonable, excessive, or improperly allocated costs in adjusting ceilings 
under the new standard. 

OPS officials do not expect the new product standard to be used extensively. 
They explained that ceilings of most products manufactured today cover total 
costs. Further, because the earnings standard guarantees that each industry can 
receive normal profits on its total operations, many industries needing relief might 
\ neath under the earnings standard before any individual product came into a 
oss position. 
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Coineident with the Arnall announcement, Edward F. Phelps, Jr., Director of 
Price Operations, sent a memorandum to OPS commodity division directors, 
describing two methods of applying the product standard in judging the fairness 
and equity of ceiling prices for a particular product or product line: 

1. Where the product is a single standardized item with a uniform ceiling price, 
unit cost may be compared directly with the ceiling price. 

2. But where the product line contains a range of styles, models, or other 
variants, an “aggregate method” is recommended. 

Under the aggregate method—-which OPS described as ‘‘a more accurate and 
efficient procedure’”’ and one which should ordinarily be followed—the aggregate 
costs of production and distribution of all commodities in the product line would 
be obtained from all firms for the most recent available accounting period (nor- 
mally a quarter). These costs would be adjusted to a current basis to take 
account of significant changes in materials prices or wage rates subsequent to the 
beginning of the accounting period. This aggregate would then be compared 
with the actual total dollar sales of the commodities in the product line for the 
same accounting period—adjusted, if necessary, to the basis of current ceilings. 

This comparison, OPS said, will show the necessity and the amount of any price 
increase. 

OPS said if a ceiling price increase is required under the product standard, it 
may be given as a flat percentage increase for all items in the product line, or an 
adjustment which yields the same total number of dollars of price increase to the 
producers may be applied in some other, nonuniform way. 

The Phelps’ memorandum says where possible, an adjustment under the produet 
standard should establish dollars-and-cents ceiling prices. On the other hand, 
where costs vary widely among firms, differential price increases may be used in 
order to reflect the range of costs better. 

The memorandum says the term ‘‘product”’ refers to a general product or line of 
products rather than to particular sizes, grades, specifications, styles, models, or 
brands. Examples of products or product lines include household enamels within 
the paint industry; an individual canned vegetable in the food industry; steel 
bars within the steel industry. But a particular color of enamel, a specifie size 
(e. g. No. 2) ean of food or an individual size of steel bar are not products. 

In determining what a ‘‘product”’ is, the division directors were told to consider: 
(1) The general understanding of the industry as to what constitutes a product or 
line of products; (2) the end use; (3) the similarity of specifications and manu- 
facturing processes; (4) the similarity of reactions to common cost increase; (5) 
the stability of the price relationships among the items; and (6) the similarity of 
types of purchasers and marketing conditions. 

The Phelps’ memorandum points out that there are some products which have 
normally been sold at prices which fail to return full operating costs (when over- 
head costs are allocated in some conventional way), let alone yield a profit. It 
adds that OPS is under no obligation to increase ceiling prices now to offset any 
losses so incurred. An example cited is the historical practice of some manu- 
facturers of maintaining a complete range of products for the convenience of their 
customers, even though some individual product may be marketed at a loss. 

The test to be applied in such eases is this: The difference between ceilings 
and current directly allocable costs need not exceed the margin between dollar 
sales of the product and the same directly allocable costs during a representative 
pre-Korean period. 

The memorandum also describes a “short-cut method”’ to determine if a ceiling- 
price increase is justified under the product standard in the case of relatively 
minor commodities whose importance does not justify the expense of a full- 
scale survey. 

Like the earnings standard, the product standard is applied to the producers 
of a product as a group, rather than to individual firms. Today’s instructions 
are limited to manufactured products. 
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Economic STABILIZATION AGENCY 


OFFICE OF PRICE STABILIZATION 





Prick OPERATIONS MEMORANDUM No. 37 


To: Commodity Division Directors. 
Subject: Product Standard. 


PURPOSE OF THE PRODUCT STANDARD 


This memorandum explains the standard to be applied in judging the fairness 
and equity of the ceiling prices for a particular product or product line. Like 
the earnings standard, this product standard is applied to the producers of a 
product as a group, rather than to individual firms. 

The industry earnings standard provides that the ceiling price level for an 
industry is deemed to be generally fair and equitable if that industry’s earnings, 
from all products, are above a certain level. But an industry’s earnings might 
meet this standard and yet the ceiling prices for a particular product line produced 
by some or all of its members might not be generally fair and equitable—for 
example, if it were generally required to be sold at a very substantial loss. This 
memorandum describes the circumstances under which ceiling prices for a single 
product line can be judged to be fair and equitable, and explains the method for 
providing ceiling-price adjustments to meet the product standard. The present 
instruction is limited to manufactured products. 


GENERAL STATEMENT OF THE PRODUCT STANDARD 


In the simplest case, the product standard requires that the ceiling price for a 
particular product be high enough to cover the current weighted average total 
unit operating cost of producing and distributing that product. Stated this way, 
however, the standard has clear meaning only where the product consists of a 
single item sold at a single, uniform price. A more useful statement of the stand- 
ard is as follows: The total revenues currently received from the sale of a preduct 
line (at ceiling prices) must cover the aggregate of current operating costs attribu- 
table to the production and distribution of that product line, including a properly 
allocable share of the general expenses of the companies producing it. The second 
statement is far more useful where the product is unstandardized or not sold at a 
uniform price, or where it consists (as it usually does) of an assortment of styles, 
sizes, models, and varieties. 

WHAT Is A “‘prRODUCT’’? 

The term “‘product”’ refers to a general product or line of products rather than 
to particular sizes, grades, specifications, stvles, Models, or brands. For example, 
an individual casting, an individual fabric in a line of woolens, or an individual 
item in a line of related drug products is not separately considered under the prod- 
uct standard. In determining the appropriate grouping of items, a number of 
factors should be considered: (1) the general understanding of the industry as to 
what constitutes a product or line of products; (2) the end uses; (3) the similarity 
of specifications and manufacturing processes; (4) the similarity of reactions to 
common cost increase; (5) the stability of the price relationships among the items; 
and, (6) the similarity of types of purchasers and marketing conditions. 

In all cases of joint or byproducts, the term product must be defined broadly 
enough to include all of the joint or byproducts even though they do not satisfy 
the criteria of the last paragraph. 

It should be noted that the borders of a “product’’ need not be coextensive 
with those of an “industry.’? A product may be produced by only some rather 
than all of the members of an industry, or it may be produced by members of 
several different industries (using tke latter term in the sense implied by the 
industry earnings standard). 


”? 


PRODUCT COSTS 


The costs relevant for the product standard include all direct and indirect 
costs of production, distribution, and transportation. Unreasonable or excessive 
costs are to be excluded (see sec. 10 of GOR 21). Likewise, adjustment may 
properly be made where costs are inflated by reductions of sales volume below a 
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normal pre-Korean level. Where certain elements of cost, particularly overhead 
costs, must be allocated upon the basis of arbitrary assumptions, the practice, 
if any, of the industry itself will be of some guidance. If, for example, firms 
producing this product can show that they have typically allocated overhead 
costs, or some portion thereof, on a particular basis, that practice should be 
followed where reasonable. If there is no standard practice, unallocated factory 
overhead ordinarily will be allocated among products on the basis of value of 
production and general administrative and selling overhead on the basis of sales, 
but care must be taken to avoid allocation on a proportionate basis of expenses 
which are incurred primarily in connection with particular products. Trans- 
portation expense, much selling expense, and research and product development 
are examples of overhead costs that may, in particular instances, properly be 
specifically allocated rather than generally allocated on the basis of sales, whether 
or not the industry itself has ever so allocated them, 


LIMITATION UPON AMOUNT OF CEILING ADJUSTMENT 


There are some products which have normally been sold at prices which fail 
to return full operating costs (when overhead costs are allocated in some con- 
ventional way), let alone yield a profit. OPS is under no obligation under such 
circumstances to increase ceiling prices to the full amount of a total operating 
cost so computed. Therefore, in such cases, the adjusted level of ceilings may 
not exceed the current directly allocable costs by a larger percentage than, in @ 
representative pre-Korean period, dollar sales of the product exceeded the aggre- 
gate of the same directly allocable costs.!. The first half of 1950 will ordinarily 
be used as the representative pre-Korean period, and anothei period substituted 
only when a clear showing can be made that special and abnormal factors prevailed 
in the first half of 1950. 

The division is not obliged in every instance to collect data on the pre-Korean 
period. But where there is any reason to suppose that the product line is typi- 
cally a narrow-margin line, the division is obliged to collect data necessary to 
make the test described in previous paragraph, and to limit the ceiling adjust- 
ment in the manner there described. 


METHODS OF APPLYING THE STANDARD 


There are two basic methods of product standard application, foreshadowed 
by the two methods used above to describe it. One method runs in terms of 
unit costs, to be compared with ceiling prices. Where the product is a single 
standardized item with a uniform ceiling price, this method is appropriate. 
Even here, however, the ceiling price may be subject to certain terms, discounts, 
or extras which make comparison somewhat uncertain. Where the product 
line contains a range of styles, models, or other variants, it would be possible to 
study the unit costs in relation to ceilings for a sample of the items and to gen- 
eralize to the entire product line any adjustment found necessary for these items. 
However, in such cases, the method described in the following paragraph is much 
to be preferred. If for any good reason the sampling approach is to be used, the 
sample must be a representative one (see sec. 7, SR 17 to CPR 22). 

A more accurate and efficient procedure follows the second mode of statement 
of the standard, and this procedure should ordinarily be followed. The aggre- 
gate cost of production and distribution of all commodities in the product line 
should be obtained from all firms (or all firms in a representative sample) for the 
most recent available accounting period, normally a quarter. These costs should 
be adjusted to a current basis to take account of changes in prices or wage rates 
subsequent to the beginning of the accounting period. This aggregate should 
then be compared with the actual total dollar sales of the commodities in the 
product line for the same accounting period, adjusted, if necessary, to the basis 
of current ceilings. From this comparison, the necessity and the amount of any 
price increase can be directly ascertained. Only if it were desired to change the 
price relationships among the individual items in the product line might unit 
costs for particular items become necessary. Because of such factors as extras, 
discounts, and profit variation among the individual items in the product line, 
this aggregate method will generally turn out to be substantially more accurate 
than the alternative unit cost method. 


! Furthermore, where the price of the product has advanced very sharply above the pre-Korean level, 
the rercentage mark-up over directly allocable costs may be appropriately reduced to approximate more 
nearly the pre-Korean dollars and cents mark-up per unit, adjusted to cover increases in the cost elements 
which comprise the overhead. 
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Where a projection or adjustment is made in the reported costs or sales for the 
most recent accounting period, to take account of cost, selling price, or ceiling 
price changes which have occurred since the beginning of the period, the projec- 
tion or adjustment must be a reasonable and conservative one. Particular atten- 
tion must be paid to the possibility that increases in certain cost elements may 
be offset or partially cffset by changes in methods of manufacture, by substitu- 
tions of materials, or by changes in volume. Cost increases which can reasonably 
be expected to be temporary can be ignored, 

Special problems exist with respect to seasonal commodities or materials. The 
accounting period used as the basis for measurement must be one that is repre- 
sentative in terms of production, and changes in materials prices which are influ- 
enced by seasonal factors must be adjusted to remove the seasonal element. Often 
this will mean that an annual accounting period must be used as the basis for 
computations. 


HOW THE CEILING PRICE INCREASE IS TO BE GIVEN 


If a ceiling price increase is required under the product standard, it may be 
given as a flat percentage increase for all items in the product line, or an adjust- 
ment which yields the same total number of dollars of price increase to the pro- 
ducers may be applied in some other, nonuniform way. If prices of different 
producers are out of line with one another, the increase may be concentrated on 
the out-of-line prices in a manner which will provide greater uniformity. Where 
possible, dollars-and-cents ceiling prices should be established. On the other 
hand, where costs vary widely among firms, differential price increases may be 
used in order better to reflect the range of costs. This may even be done by 
means of an individual adjustment provision in place of any general ceiling 
increase. 

SHORT-CUT METHOD FOR INDIVIDUAL COST INCREASES 


A short-cut method may be employed in the case of relatively minor com- 
modities, whose importance does not justify the expense of a full-scale cost sur- 
vey. This method is only appropriate where the industry has faced a recent 
clear and substantial increase in some individual cost element. The procedure 
involves three steps: 

(1) Compute the percentage of net profits before taxes to sales realized by 
producers of this product or product line on their over-all operations in the most 
recent accounting period prior to the cost increase. Exclude from this computa- 
tion the producers accounting for no more than 25 percent of the sales of this 
product line for whom sales of this product line represent the smallest proportion 
of their total sales of all products. The profit percentage should be based on 
actual data for the most recent accounting period from all or from a representa- 
tive sample of the remaining producers (after the exclusion described in the last 
previous sentence). 

(2) Compute the cost increase as a percentage of the ceiling price of the prod- 
uct involved. For this purpose, the best available information or estimates should 
be used. This percentage may often conveniently be found as the product of two 
others: The percentage this particular cost element is of sales at ceiling prices; 
and, the percentage increase in this item of cost. The second percentage should 
be fairly readily ascertainable by OPS, and a moderate inaccuracy in the first 
estimate would not be critical. 

(3) Subtract the percentage found under (1) from that found under (2) and 
increase ceiling prices by the difference. If (1) exceeds (2), no increase is granted. 

This alternative would, generally, approximate the ‘‘total operating cost’ prod- 
uct standard. It would obviously be more favorable than the basic standard for 
products which had been more profitable than the average. However, its sim- 
plicity and quickness recommend it for certain types of cases. It is obviously 
inappropriate where the product in question has become unprofitable through 
creeping cost increases over a substantial period of time, and it should not be 
used where there is reason to believe that the particular product is normally sub- 
stantially more profitable or substantially less profitable than the other business 
of the producers involved. 

E. F. PHEtps, Jr., 
Director of Price Operations. 
APRIL 22, 1952. 
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APPENDIX D 
ADJUSTMENT PROVISIONS 


There is set forth below (1) a list of all adjustment provisions now in effect 
and (2) the number of applications received and completed under each adjust- 
ment provision so far as such statistics were available. 

For most provisions the data included all applications received and processed 
through January 31, 1952. However, in the case of provisions issued pursuant 
to section 402 (d) (4) of the Defense Production Act of 1950, as amended, the 
data include all applications received and processed through March 14, 1952. 

The total of all applications received is 18,927. The total completed is 8,326. 


APPLICATIONS RECEIVED AND COMPLETED 


GCPR—SR 1— Defense contracts: 
Section 10—Adjustments for defense contracts and subcontracts. 
Received, 19. 
Completed, 19. 
GCPR—SR 19—Fair-trade commodities: 
Adjustments for sellers whose GCPR ceiling prices are below required fair 
trade prices. 
Received, 203. 
Completed, 203. 
GCPR—SR 23— Motor carriers subject to State minimum rate orders: 

Adjustment to eliminate conflict between GCPR ceiling prices and minimum 
rate orders for intrastate motor carriers other than common carriers in 
Massachusetts, Colorado, and California. 

Received, 24. 
Completed, 21. 
GCPR—SR 25—Coupon exchange plans: 
Adjustment in the coupon exchange rate to reflect increases in costs. 
Received, 2. 
Completed, 2. 
GCPR—SR 26—Special deals: 
Adjustment for manufacturers and wholesalers whose GCPR ceiling prices 
are based upon a special deal during the base period. 
Received, 31. 
Completed, 31. 
GCPR—SR 27—Introductory offers during base periods: 

Adjustment for wholesalers and retailers whose GCPR ceiling prices were 

based upon an introductory offer during the base period. 
Received, 3. 
Completed, 3. 
GCPR—SR 28—Mail order establishments: 
Adjustments for long-term mail order establishments. 
Received, 24. 
Completed, 22. 
GCPR—SR 29—Ceiling prices for certain sales at retail and wholesale: 

Sections, 4, 5, and 6—-Adjustments for wholesalers and retailers to reflect 
increases in their costs resulting from certain specified manufacturers 
regulations and adjustment to provide uniform ceiling prices for branded 
commodities. 

Received, 39. 
Completed, 30. 
GCPR—SR 34—Fresh and semidry sausage: 

Adjustment in GCPR ceiling prices to reflect increased costs of beef and 
casings. 

Received, 101. 
Completed, 33. 
GCPR—SR 38—Produeers of pig iron: 

Adjustment for sellers subject to long-term contracts. 

Received, 1. 
Completed, 1. 
GCPR—SR 39—Contract motor carriers: 

Adjustment to relieve financial hardship. 

Received, 1,160. 
Completed, 754. 
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GCPR—SR 40—Pick-up and local transfer service: 
Adjustment to relieve financial hardship. 
Received, 590. 
Completed, 398. 
GCPR—SR 45—Sellers of ice: 
Adjustment to relieve financial hardship. 
Received, 198. 
Completed, 138. 
GCPR—SR 52—Tank truckers: 
Adjustment to relieve financial hardship or adjustment of out-of-line ceiling 
prices. . 
Received, 93. 
Completed, 50. 
GCPR—SR 63—Area milk price adjustments: 
Adjustment for a marketing area to reflect increased costs and to assure 
processors an equitable margin. 
Received, 4. 
Completed, 0. 
GCPR—SR 84— Manufacturers of snuff: 
Adjustment of out-of-line ceiling prices. 
Received, 1. 
Completed, 0. 
GCPR—SR 68—Glass prescription ware: 
Adjustment of out-of-line ceiling prices. 
Received, 0. 
Completed, 0. 
GCPR—SR 89—Baler and binder twine: 
Adjustment for dealers to pass on increased manufacturing prices. 
teceived, 0. 
Completed, 0. 
CPR 1—Revised—New passenger automobiles: 
Section 11—Adjustment for modification of models. 
Received, 15. 
Completed, 15. 
SR 1, revised: Adjustment under section 402 (d) (4) of the act. 
Received, 8. 
Completed, 8. 
CPR 3—Coal, bituminous: 
Section 6 (a): Adjustment to relieve finaneial hardship. 
Received, 387. 
Completed, 275. 
CPR 4—Coal, anthracite: 
Section 5: Adjustment to relieve financial hardship. 
Received, 3. 
Completed, 1. 
CPR 5—Iron and steel scrap: 
Section 3 (b) (4): Adjustment to allow increased payments for premium 
grades. 
Received, 226. 
Completed, 226. 
CPR 6—Fats and oils: ! 
Section 21 (b) (4). 
Received, 1. 
Completed, 1. 
Section 22 (a) (3). 
Received, 1. 
Completed, 1. 
Section 24 (m). 
Received, 0. 
Completed, 0. 
CPR 7—Retailers: 
Sections 39 (f) and 39 (g)—Adjustments to allow for increases fom sales of sets 
or repaired or reconditioned commodities. 





Received, 12. 
Completed, 4. 


* Adjustment to allow increases for premium grades. 
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CPR 7—Retailers—Continued 
Section 43—Adjustments to establish uniform ceiling prices of branded 
commodities. 
Received, 1,664. 
Completed, 1,202. 
CPR 9—Territories and possessions: 
SR 1—Adjustment for sellers whose ceiling prices are below fair-trade prices. 
Received, 0. 
Completed, 0. 
CPR 10—Soaps, cleansers and synthetic detergents: 
Sections 5-6—Adjustment to permit a pass-through of increased costs. 
Received, 0. 
Completed, 0. 
CPR 11—Restaurants: 
Section 13—Adjustment for restaurants whose food cost-sales ratio during 
the base period was not normal, 
Received, 358. 
Completed, 351. 
CPR 12—Milled rice: 
Section 4 (f)—Adjustment to allow increases based upon remote location. 
Received, 4. 
Completed, 4. 
CPR 13—Petroleum products, retail: 
Section 16—Adjustment for sellers whose ceiling prices are below fair-trade 
prices. 
Received, 1. 
Completed, 0. 
Section 17 (a)—Adjustment to relieve local shortage. 
Section 17 (b)—Adjustment of out-of-line ceiling prices. 
Received, 94. 
Completed, 55. 
CPR 14—Food products, wholesale: 
Section 15 (c)—Adjustment provides special mark-ups for marine pro- 
visioners. 
Received, 18. 
Completed, 18. 
Section 26—Adjustment allows special mark-ups for certain retail-owned 
cooperative wholesalers. 
Received, 11. 
Completed, 10. 
Section 27—-Adjustment to allow certain cash-and-carry wholesalers to use 
service fee wholesalers’ Mark-ups. 
Received, 6. 
Completed, 6. 
Section 27a—Adjustment to allow wagon dealers to use GCPR ceiling prices. 
Received, 10. 
Completed, 7. 
Seetion 27b—Adjustment for private label wholesalers. 
Received, 30. 
Completed, 0. 
Section 27c-—Adjustment to allow use of private label mark-ups in both 
cash-and-carry and service departments. 
Received, 7. ig 
Completed, 0. 
Section 28—Adjustment to allow certain service wholesalers to use institu- 
tional mark-ups. 
teceived, 39. 
Completed, 36. 
Section 28a—Adjustment to allow certain wholesalers to use the mark-ups 
of service wholesalers. 
Received, 10. 
Completed, 5. 
Section 28b—Adjustment for wholesalers of specialty products. 
Received, 35. 
Completed, 35. 
Section 28c—Adjustment for special services by institutional wholesalers. 
Received, 57. 
Completed, 44. 





DEFENSE PRODUCLION ACT AMENDMENTS OF 1952 53 





CPR 15—Food products, retail, groups 3 and 4: 
Section 2la—-Adjustment to allow increases for special handling of frozen 
foods. ° 
Received, 36. 
Completed, 34. 
Section 26—Adjust ment to allow group 3 or 4 stores to use group | mark-ups. 
Received, 167. 
Completed, 154. 
Section 26a—-Adjustment for specialty foods. 
Received, 78. 
Completed, 73. 
Section 27—-Adjustment to relieve local shortage. 
Received, 16. 
Completed, 9. 
(PR 16—-Food products, retail groups 1 and 2: 
Section 22 (c)—-Adjustment for retailers having a wholesale department. 
Received, 1. 
Completed, 1. 
Section 24—-Adjustment to reiieve local shortage. 
teceived, 115. 
Completed, 86. 
Section 24a—Adjustment for specialty foods. 
Received, 352. 
Completed, 220. 
CPR 17—Gasoline producers and distributors: 
Section 11 (a) (1)—-Adjustment to relieve local shortage. 
Received, 2. 
Completed, 1. 
Section 11 (a) (2)—Adjustment of out-of-line ceiling prices. 
Received, 319. 
Completed, 158. 
Section 11 (c)—Adjustment for Government contractors whose ceiling prices 
impede production. 
Received, 0. 
Completed, 0. 
SR 1, section 2 (b)—Adjustment to increase the supply of cyclohexane. 
Received, 0. 
Completed, 0. 
CPR 22— Manufacturers: 
Section 16a—Adjustments to allow use of a different method for calculating 
a “materials cost adjustment.” 
Received, 0. 
Completed, 0. 
Section 23 (e)— Adjustments to allow use of a different method for deter- 
mining the cost of a transferred material. 
Received, 0. 
Completed, 0. 
SR 2, Revised—Adjustments under section 402 (d) (4) of the act using 
GCPR ceiling prices. 
teceived, 17. 
Completed, 8. 
SR 8, section 7--Adjustment for sellers of commodities having uniform speci- 
fications but having an out-of-line ceiling price. 
Received, 1. 
Completed, 1. 
SR 14—Adjustment under section 402 (d) (4) of the act for custom molded 
and fabricated plastic products. 
Received, 0. 
Completed, 0. 
SR 17—Adjustment under section 402 (d) (4) of the act for manufacturers. 
Received —6,464 (Form 100) through March 14, 1952. (This figure in- 
cludes the forms submitted under SR 4 to CPR 30.) 
SR 18—Adjustment under section 402 (d) (4) of the act for manufacturers 
under $1,000,000. 
teceived, 5. 
Completed, 5. 
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CPR 22—Manufacturers—Continued 
SR 19—Adjustment under section 402 (d) (4) of the act for manufacturers of 
cast-4ron boilers and cast-iron radiation. 
Received, 0. 
Completed, 0. 
CPR 24—Beef, wholesalers: 
Section 6—Adjustments to relieve area shortage. 
Received, 0. 
Completed, 0. 
CPR 25, revised—- Retail beef: 
Section 22: Adjustment to relieve a shortage of beef for eating places. 


Received, 0. a 
Completed, 0. Ny 
Section 33: Adjustment to allow group three or four stores to use group one S 


or two mark-ups. 
Received, 28. 
Completed, 28. 
CPR 26, revised—Kosher beef: 
Section 22: Adjustment to relieve a shortage of Kosher beef for eating places. 
Received, 0. 
Completed, 0. 
CPR 30— Machinery: 
Section 20A: Adjustment to allow use of a different method for calculating 
a materials cost adjustment. 
Received, 18. 
Completed, 18. 
Section 26 (e): Adjustment to allow use of a different method for determining 
the cost of the transferred material. 
Received, 2. 
Completed, 2. 2 
Section 42: Adjustment to allow increases for increased use of conversion ~ 
steel. z 
Received, 12. 
Completed, 3. 
Section 43: Adjustment to allow performance of preexisting contract at the 
contract prices. 
Received, 187. 
Completed, 115. 
SR 1, Revised—Adjustment under section 402 (d) (4) of the act by using 
GCPR prices. 
Received, 18. 
Completed, 18. 
SR 4—Adjustment under section 402 (d) (4) of the act. 
Received, 6,464 (Form 100) up to March 14, 1952. (This figure includes 
forms submitted under SR 17 to CPR 22.) 
SR 5—Adjustment under section 402 (d) (4) of the act for sellers under 
$1,000,000. 
Received, 12. 
Completed, 1. 
SR 6—Adjustment to reflect increased costs for lead storage batteries. 
Received, 0. 
Completed, 0. 
CPR 31—Imports: 
Section 11—Adjustment to allow an additional mark-up for distributor- 
wholesalers. 
Received, 69. 
Completed, 49. 
Section 20— Adjustment to relieve financial hardship. 
Received, 97. 
Completed, 45. 
CPR 32—Crude petroleum: 
Section 7— Adjustment to relieve local shortage. 
Received, 2. 
Completed, 1. 
SR 2, section 3—Adjustment of out-of-line ceiling prices. 
Received, 47. 
Completed, 20. 
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CPR 34—Services: 
Section 12 (e)—Adjustment to permit substitution of a higher priced service 
for a discontinued lower priced service. 
4 Received, 5. 
Bs Completed, 3. 
Section 20 (a)—-Adjustment to relieve financial! hardship. 
Received, 2,087. 
Completed, 955. 
Section 20 (b)—Adjustment based upon buyer-seller agreement. 
Received, 149. 
Completed, 123. 
Section 20 (c)—Adjustment based upon buver’s willingness to absorb the 
increase when he buys from many sellers. 
Received, 9. 
Completed, 8. 
SR 5, section 4—Adjustment for warehouses whose rates are controlled by 
the Department of Agriculture. 
Received, 9. 
Completed, 5. 
CPR 37—Cotton: 
Section 11—Adjustment to relieve financial hardship. 
Received, 3. 
Completed, 3. 
CPR 38—Pulpwood, Northeast: 
Section 10 (b)—Adjustment to allow additional charge for salvage of damaged 
timber. 
Received, 34. 
Completed, 22. 
Section 10 (j)—Adjustment to allow additional charge for procuring timber. 
Received, 2. 
Completed, 2. 
CPR 41—Shoes: 
Section 21—Adjustment to relieve financial hardship. 
Received, 22. 
Completed, 22. 
Section 25—Adjustment to permit the performance of a preexisting contract 
at the contract prices. 
Received, 22. 
Completed, 22. 
CPR 42—Canned vegetables, spring 1951 pack: 
Section 24—Adjustment to remove violations of the Robinson-Patman Act. 
Received, 4. 
Completed, 4. 
CPR 45—Apparel: 
Section 33—Adjustment to allow use of a different method for determining 
a ceiling price. 
Received, 21. 
Completed, 21. 
Section 46—Adjustment to permit the performance of a preexisting contract 
at the contract price. , 
Recived, 30. 
Completed, 30. 
CPR 48—Pulpwood loggers, Northeast: 
Section 9—Adjustment to relieve financial hardship. 
Received, 176. 
Completed, 160. 
CPR 53—Lead scrap materials: 
Section 5 (b)—Adjustment to allow for a broker’s commission. 
Received, 0. 
Completed, 0. 
Section 7 (b)—Adjustment to allow premiums for special shapes and packing. 
Received, 8. 
Completed, 6. 
CPR 54—Aluminum serap: 
SR 1, section 2—Adjustment to permit the performance of a preexisting 
contract at the contract prices. 
Received, 1. 
Completed, 1. 











56 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


CPR 55—Processed vegetables, 1951 pack: ( 
Section §—Adjustment of out-of-line ceiling prices. 
teceived, 31. 
Completed, 16. 
CPR 56—Processed, fruits and berries, 1951 pack: 
Section 8—Adjustment of out-of-line ceiling prices. 
teceived, 12. 
Completed, 8. 
CPR 58—Reclaimed rubber: 
Section 7 (b)—-Adjustment of out-of-line ceiling prices. 
Received, 2. 
Completed, 2. 
CPR 59—Serap rubber: 
Section 3 (d)—Adjustment of out-of-line ceiling prices. 
Received, 6. 
Completed, 6. 
Section 7—Adjustment to allow premiums for special sorting and special types 
of serap rubber. 
Received, 4. 
Completed, 1. 
CPR 61—Exports: 
Section 7—Adjustment to allow an additional mark-up for certain merchant- 
exporters. 
Received, 1,029. 
Completed, 1,014. 
CPR 63—Lubricating oils, greases, waxes, ete. 
Section 9—Adjustment of out-of-line ceiling prices. 
teceived, 19. 
Completed, 9. 
Section 20 (c)—Adjustment of out-of-line ceiling prices. 
Received, 95. 
Completed, 47. 
CPR 64—Tire mileage: 
Section 5—Adjustment of out-of-line ceiling prices. 
Received, 14. 
Completed, 3. 
CPR 70—Vebhicle rentals: 
Section 12—Adjustment to relieve financial hardship. 
Reeeived, 51. 
Completed, 28. 
CPR 74—Pork, wholesale: 
Section 7—Adjvstment to relieve area shortage. 
Received, 10. 
Completed, 10. 
CPR 76—Glassine and greaseproof papers: 
Section 17—Adjustment of out-of-line ceiling prices, 
Received, 1. 
Completed, 1. 
CPR 84—Paperboard: 
Section 10—Adjustment to reflect increased costs resulting from a change in 
the method of manufacturing. 
Received, 1. 
Completed, 1. 
CPR 91—Writing paper: 
Section 10——-Adjrstment of out-of-line ceiling prices. 
Reeeived, 17. 
Completed, 15. 
CPR 92—Lamb and mutton, wholesale: 
Section 5—-Adjustment to relieve area shortage. 
Received, 0. 
Completed, 0. 
CPR 93—Construction: 
Section 37—-Adjustment to permit the substitution of a higher-priced service 
for a discontinued lower-priced service. 
Received, 0. 
Completed, 0. 
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CPRIY97—Pacific Northwest logs: 
Section 25—-Adjustment for special sizes and shapes of logs. 
Received, 95. 
Completed, 71. 
CPR 98—Iron and steel resellers: 
Section 40 (b)—Adjustment for special services. 
Received, 96. 
Completed, 84. 
CPR 101—Wholesale veal: 
Section 6—Adjustment to relieve area shortage. 
Received, 0. 
Completed, 0. 
CPR 103—Automobiles, Hawaii: 
Section 2.6—Adjustment for special-delivery charges. 
Received, 0. 
Completed, 0. 
CPR 106—-Coated and uncoated book paper: 
Section 14—Adjustment of out-of-line ceiling prices. 
Received, 5. 
Completed, 3. 
GOR 10— Manufacturers: 
Adjustment for manufacturers to relieve financial hardship. 
Received, 319. 
Completed, 218. 
GOR 18—Robinson-Patman Act: 
Adjustment to remove violations of Robinson-Patman Act. 
Received, 6. . 
Completed, 4. 
GOR 20—Small business concerns: 
Adjustment under section 402 (d) (4) of the act for small business concerns. 
Received, 281. 
Completed, 35 (March 14, 1952). 
GOR 21—Adjustments under section 402 (d) (4) of the act: 
Adjustment under section 402 (d) (4) of the act for other businesses. 
Received, 89. 
Completed, 4 (March 14, 1952). 
DR 1, Rev.—Fair distribution of livestock and meat: 
Section 12—Adjustment to permit exemption of club and show livestock. 
Section 19—Adjustment for special circumstances. 
Received, 601. 
Completed, 576. 
(These figures pertain to DR 1 before revision.) 

Mr. Arnaut. I believe it to be in the interest of the American pub- 
lic for Congress to extend the Defense Production Act, and I believe, 
as an official operating under this act of Congress if you extend it, 
in doing those things that will meet with your approval in an effort 
to be serviceable and helpful in our continuing fight against inflation, 

The CHatrmMan. Thank you, Governor Arnall. 

We will now call Mr. Feinsinger, the Chairman of the Wage Sta- 
bilization Board. Thank you, Governor, for your very fine state- 
ment. 

Mr. Feinsinger, you may proceed. 


STATEMENT OF NATHAN P. FEINSINGER, CHAIRMAN, WAGE 
STABILIZATION BOARD 


Mr. Freinsincer. Mr. Chairman and members of the committee, 
I have been asked to appear before you to discuss the current wage- 
stabilization program. I have prepared my statement with a view 
to providing the greatest assistance to the committee in its con- 
sideration of proposals to extend the Defense Production Act of 1950, 
as amended. 


97026—52—pt. 1——-5 





58 DEFENSE PRODUCTION ACT -AMENDMENTS OF 1952 


The terms of the Defense Production Act clearly indicate that 
Congress was aware of the interrelation between wage stabilization 
and the maintenance of sound labor relations, including collective 
bargaining; the prevention and settlement of labor disputes; and 
the attainment of maximum defense production. For the purposes 
of my presentation, I shall first discuss wage stabilization as such 
and then comment on the other objectives mentioned in connection 
with my discussion, in part II, of the Board’s disputes functions, 
including the steel case. 


WAGE STABILIZATION 


Wage stabilization is part of a program designed to meet the threat 
of inflation resulting from an accelerated output of military supplies 
while maintaining a high output of civilian goods. Section 402 (b) (1) 
of the Defense Production Act provides for the issuance of ‘regulations 
and orders stabilizing wages, salaries, and other compensation * * *,” 
Congress thus deliberately adopted the concept of stabilizing rather 
than freezing wages, a distinction not always fully observed. 

Section 702 (e) of the act defines ‘“‘wages, salaries, and other com- 
pensation’? as including “all forms of remuneration to employees by 
their employers for personal services, including, but not limited to, 
vacation and holiday payments, night shift, and other bonuses, incen- 
tive payments, vear-end bonuses, employer contributions to a pension 
fund or annuity, payments in kind, and premium overtime payments.” 
It follows that the Board’s regulations and orders must deal not only 
with wage rates but also with so-called fringe benefits. This fact is 
also sometimes overlooked. 

Congress vested the President with the responsibility and authority 
for wages as well as price stabilization. Section 402 (c) of the act 
provides: 

In stabilizing and adjusting wages, salaries, or other compensation, the President 
shall give due consideration to such relevant factors as he may determine to be of 
general applicability in respect of such wages, salaries, or other compensation. 
Any regulation or order under this title shall be such as in the judgment of the 
President will be generally fair and equitable and will effectuate the purposes of 
this title * * *. The President, in establishing and adjusting ceilings with 
respect to materials and services, and in stabilizing and adjusting wages, salaries, 
and other compensation, shall make such adjustments as he deems necessary to 
prevent or correct hardships or inequities. 

You will observe, Mr. Chairman and gentlemen of the committee, 
that Congress did not fill in the details of the wage-stabilization pro- 
gram, even to the extent that it did so with reference to price stabiliza- 
tion. I think Congress acted very wisely and very soundly in leaving 
the details of the wage-stabilization program to be filled in by the 
administrative agency concerned. 

The President has delegated the function of wage and price stabi- 
lization to the Economie Stabilization Administrator. The Adminis- 
trator has in turn delegated this function to the Office of Price Stabili- 
zation, the Wage Stabilization Board, the Railroad and Airline Wage 
Board, and the Salary Stabilization Board. These agencies are re- 
quired to submit all major policies to the Administrator for his 
approval. This msures an opportunity for coordination of price, 
wage, and salary stabilization policies before they are placed into effect. 
This fact, too, is commonly overlooked. 
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The Wage Stabilization Board is a tripartite organization composed 
of an equal number of persons representative of the public, labor, and 
management. The Board has 18 regular members and 6 alternates, 
all appointed by the President. In my judgment, and in the judg- 
ment of many experienced and impartial experts, although opinions 
differ, such an organization is essential to the effective administration 
of a wage-stabilization program. 

Wage stabilization is not conducted in a vacuum. As Congress 
wisely foresaw, its administration has a direct effect upon the pur- 
chasing power of the dollar, upon collective bargaining, upon the 
maintenance of industrial peace, and upon the attainment of maximum 
production. The balancing of these various factors requires an 
understanding of the day-to-day problems of labor and management 
and a realistic appraisal of the impact of the Board’s actions on their 
basic relations. Such an understanding or appraisal is not possible 
except through direct participation by representatives of labor and 
management in the formulation and administration of the Board’s 
wage policies. Such participation, with equal voting rights, insures 
the maximum degree of acceptance of governmental intervention 
by labor, management, and the general public, in an area normally 
left to free collective bargaining. It is noteworthy that of the 21 
regulations adopted by the Board, action was unanimous in all but 5. 

There is a grave risk—and this is a matter of concern to the House 
Banking and Currency Committee as well as all other committees of 
the Congress, because these problems are all interrelated—in proposals 
now being considered which would destroy, in whole or in part, the 
tripartite nature of the Wage Stabilization Board by the substitution 
of an “all-public” board, or a board in which the representatives of 
labor and management would be reduced to an inferior status in terms 
of voting rights. The public interest requires that no such radical 
change be made, certainly not hastily or without full consideration 
of the consequences. 

The Board’s wage policies are established through general regula- 
tions and resolutions, supplemented by orders or rulings issued in par- 
ticular cases. ‘These policies are designed to effectuate the mandate 
of Congress—section 402 (c)—for “fair and equitable’’ regulations or 
orders and the approval of wage adjustments deemed necessary ‘‘to 
prevent or correct hardships or inequities.”’ ‘The number and variety 
of wage problems require a series of regulations. Each regulation, 
moreover, must be framed with a maximum degree of flexibility in 
order to prevent arbitrary results. The Board, like any other ad- 
ministrative agency, particularly in a defense period, must be pre- 
pared to take action when necessary to prevent or correct hardships 
or inequities in particular cases. 

In a word, we must guard against an arbitrary or slide-rule adminis- 
tration of the wage-stabilization program. As my predecessor, Dr. 
George W. Taylor, has said, ‘An inflexible universal rule would have 
all the disadvantages of requiring everyone in the country to wear a 
size 9% shoe.” 

The present Board was organized on May 8, 1951, pursuant to 
Executive Order 10233, issued April 21, 1951, amending Executive 
Order 10161. Appendix 1 contains a chronological list of the wage 
regulations and policies promulgated by this Board and its predecessor, 
or by the Administrator, with a very brief description of the subject 
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matter of each. I shall deal only with what I might call the basic 
policies of the Board. These policies are to a large extent self-ad- 
ministering, that is, they authorize the parties to make certain wage 
adjustments without first petitioning the Board for approval or doing 
anything more than keeping records or, at most, filing reports. ‘This 
is in contrast with the procedure followed by the War Labor Board 
in World War II, which required petitions in all cases. 

Other policies require employers, or employers and unions, as the 
case may be, to file petitions seeking approval of proposed wage ad- 
justments which the parties regard as fair and equitable and not 
unstabilizing. For the most part, the Board has established standards 
or criteria to guide the parties in preparing their petitions. Since no 
standards or criteria can have universal application, parties who 
believe that their case is not covered thereby may nevertheless petition 
for approval, appealing to the Board’s discretion to make such adjust- 
ments as deemed necessary ‘‘to prevent or correct hardships or in- 
equities.” This procedure assures everyone his day in court, and 
provides maximum opportunity for free collective bargaining within 
the limits of a sound stabilization policy. (See appendix 2, Board’s 
statement of “The Wage Stabilization Board and Collective Bar- 
gaining,’ unanimously adopted on September 21, 1951). 

To summarize, the Board for the most part acts through promulga- 
tion of general policies. Where necessary to do justice and equity, 
the Board acts on a case-by-case basis. This is clearly in line with the 
intent of Congress as expressed in section 402 (c) of the Defense 
Production Act. No administrative agency, particularly in a de- 
fense period, can or should act in any different way. 


1. Cost-of-living adjustments 

A major plant in the wage-stabilization program is the adjustment 
of wage rates from time to time to compensate for increases in the 
cost of living as reflected in the Consumers’ Price Index, published 
monthly by the Bureau of Labor Statistics. This index is usually 
yublished about 6 weeks after the price adjustments reflected therein 
een already occurred. The Board’s cost-of-living policy is incor- 
porated in General Wage Regulations (GWR) 6 and 8 (Revised). 

GWR 6 was adopted on February 15, 1951, by the first Board, 
and approved by the Administrator on February 27, 1951. This 
regulation established January 15, 1950, as the normal base date 
for calculating wage rate adjustments but provided (sec. 4) for the 
use of other base dates where that date was not appropriate. 

January 15, 1950, was selected as the normal base pay period 
because it represented the most recent date on which wages and prices 
were relatively stable. Between that date and January 26, 1951, the 
date of the temporary “‘freeze’’ order, a substantial number of em- 
ployees in key industries had received increases up to or in excess of 
10 percent and the cost of living had risen nearly that much. To 
correct an obvious hardship and inequity, GWR 6 permitted other 
groups of employees, if the employer so proposed or the employer 
and union so agreed, to receive increases up to 10 percent of their 
straight-time average hourly earnings on January 15, 1950. 

The history of GWR 8, Revised, may be stated simply as follows: 
Prior to wage stabilization, wage movements affecting large groups of 
employees were regulated by contracts which contained cost-of-living 
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escalator clauses providing for quarterly reopenings for adjustments 
in wages to correspond with adjustments in the cost of living since 
the last prior published index (many of these contracts also provided 
for an ‘annual improvement factor” or a “productivity increase”’ 
averaging approximately 2 percent or, when spelled out, usually 
amounting to a 4 cents per hour increase during each year of the 
contract, which was usually to run for 5 years). 

On January 26, 1951, the Economie Stabilization Administrator 
issued his General Wage Stabilization Regulation 1, which in effect 
froze all wages and prices pending the development of an orderly 
wage- and price-stabilization program. Reference has already been 
made to GWR 6, approved February 27, 1951. On March 1, 1951, 
the old Board being dormant, the Economic Stabilization Adminis- 
trator issued his GWR 8, which approved cost-of-living increases to 
be made pursuant to the prefreeze contracts mentioned above. On 
April 24, 1951, which was subsequent to the freeze, the Administrator 
issued his Wage Adjustment Order 1, approving a new cost-of-living 
escalator clause for the railroad industry. 

At this point, the wages of millions of union and nonunion em- 
ployees were still tied to GWR 6. The hands of the employers were 
tied while the cost of living continued to rise. In many industries, 
the employer, or the employer and union together, had rejected the 
cost-of living escalator clause approach, with or without an improve- 
ment factor. Many companies and unions prefer a fixed wage for a 
fixed period. So far as the unions were concerned, many of them felt 
confident that they would obtain at least as much as provided by the 
escalator clause plus productivity increase approach, if not more, 
through ordinary wage reopenings which occur semiannually or 
annually or at the expiration of a contract. 

It would obviously have been inequitable to both employers and 
workers to freeze such a gross inequity. On August 23, 1951, there- 
fore, the Board issued GWR 8, Revised. The Board was unanimous 
in the adoption of this regulation. This regulation corrected the 
inequity only to a limited extent. Employers with prefreeze escalator 
clauses or plans could continue to adjust wages to the date of the last 
previous wage adjustment. Thus, for example, a cost-of-living in- 
crease made in a particular case on December 1, 1950, would have been 
based on the Consumers’ Price Index published on October 15, 1950, 
the latest available on December 1, 1950. 

On March 1, 1951, the adjustment would be based on the increase 
from October reflected in the Consumers’ Price Index published on 
January 15, 1951, and so forth. GWR 8, Revised, however, provides 
that in cases where there was no prefreeze escalator clause or plan, 
cost-of-living adjustments could normally be made only on the basis 
of the Consumers’ Price Index published on January 15, 1951, or a 
later index. In the case supposed, for example, the employees would 
have no way to recoup the loss in their real wage resulting from the 
3.9-percent increase in the cost of living reflected in the index of 
October 15, 1950, as compared with the index of January 15, 1951. 

In adopting GWR 8, Revised, the Board recognized that there 
would be exceptional cases.in which the use of the January 15, 1951, 
index, rather than some earlier index would create an unusual hardship 
or inequity. Accordingly, the Board adopted section 5 of GWR 8, 





62 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Revised, which corresponds roughly to the base pay period abnormal- 
ity doctrine of section 4, GWR 6, and which provides as follows: 

Sec. 5. Exceptional cases. In an exceptional case, an employer, or an employer 
and a union, who believe that hardships or inequities exist due to a rise in an 
acceptable index from a base period after January 15, 1950, may apply for approval 
of a subsequent base date for the purpose of correcting such hardships or inequities. 
Lar in considering the approvability of such applications, will consider 
whether: 

(a) There is a justifiable showing that the base date of January 15, 1950, 
established by the Board in General Wage Regulation No. 6, is, under the facts of 
the particular case, an inappropriate date; and 

(b) The decline in the real value of wages and salaries since such base period, 
due to a rise in the acceptable index, has created demonstrable hardships or 
inequities, the correction of which will not be unstabilizing. Mere differences in 
wage and salary levels between plants or companies do not in themselves repre- 
sent inequities. 

The decision of the question of what constitutes an abnormal base 
pay period within the meaning of section 4, GWR 6, or an exceptional 
case within the meaning of section 5 of GWR 8, Revised, rests entirely 
within the sound discretion of the Board. This, once more, is a fact 
which is virtually overlooked. The Board has in fact invoked 
section 5, or section 4 of GWR 6, which is similar in purpose, in cases 
involving one or more companies in the following industries: Pulp 
and paper, cotton textiles, shipbuilding, and others. 

Parties who wish to make cost-of-living increases using the normal 
base date of January 15, 1951, may do so without petitioning the 
Board. They need not even make reports. They need only keep 
records. Parties who wish to use some earlier base date must petition 
the Board for approval. 

In order not to force all employers and unions into a single pattern 
of bargaining, the Board has approved certain alternative methods of 
making cost-of-living adjustments. The parties may, if they so 
desire, retain an escalator clause or adopt a new one which provides 
for quarterly adjustments in accordance with changes in the cost of 
living. Parties who do not desire to adopt an escalator clause may 
instead make or agree to make wage adjustments to meet cost-of- 
living increases at intervals of 6 months or more. They are not, of 
course, compelled to make such adjustments. Indeed, as I should, 
perhaps, have emphasized earlier, with the exception of a handful of 
dispute cases, the Board deals entirely with voluntary adjustments, 
that is, increases which the employer proposes or has agreed with a 
union to place into effect. 

In brief, the Board’s regulations provide for the approval of in- 
creases in wages designed to catch up with increases in cost of living 
as reflected by the Consumers’ Price Index. 

Our normal base dates are January 15, 1950, and January 15, 1951, 
although section 4 of regulation 6, and section 5 of regulation 8, 
revised, provide that the Board may, in exceptional cases, use some 
other base date where in its judgment the use of such other base 
date is necessary and appropriate to prevent bardships or inequities. 


2. Interplant inequities 
This is of particular value to small business, or small employers. 
The inability of small or low-rate employers to retain or recruit workers 
in a defense period without some increase in rates may prevent them 
from taking on defense work or continuing in business doing civilian 
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work. Considerations of equity as well as our national self-interest 
require the Board to act to relieve the situation, We cannot, however, 
permit such employers to come up to the top rate without creating 
pressures by others for still higher top rates. The Board has dealt 
with the problem in GWR 17. 

The symbol “GWR,”’ Mr. Chairman, refers to general wage regu- 
lation throughout. 

The Board was unanimous in the adoption of this regulation. This 
regulation permits adjustment in appropriate cases up to the stabi- 
lized level of rates in other plants in the same industry or area. One 
is normally permitted to bring his rates only up to or somewhere below 
the average of such rates. In this way, the Board assists smaller 
employers in particular to obtain equitable relief, without unsta- 
bilizing general wage and salary levels. 


3. Intraplant inequities 

Suppose that two employees work in a plant side by side and do 
the same work, but receive different rates of pay; or suppose they do 
work requiring different levels of skill, but receive the same pay. 
Failure to correct such inequities creates industrial unrest, lowers 
morale, and hampers production. Care must be taken to see that 
the inequity really exists, and that the amount approved is to be 
soundly spent and is not excessive. Otherwise, such payments could 
be used as a device for evading stabilization rules. 

In GWR 18, which was adopted unanimously, the Board established 
standards by which it will approve wage increases necessary to correct 
intraplant inequities, on a case-by-case basis. Two types of adjust- 
ments are covered by the regulation: The first, adjustments following 
a comprehensive job rate review designed to realine the wage structure 
within a plapt; the second, adjustment of particular job rates or 
classifications. 

Most large employers, Mr. Chairman and gentlemen of the com- 
mittee, have already accomplished this job of bringing their wage 
rates into line. Today this regulation is of most benefit to smaller 
employers who have not up to date been able to take advantage of 
that procedure. 

4. Fringe benefits 

“Fringe benefits” is a term used to describe certain items of com- 
pensation other than wage rates, such as vacation and holiday pay- 
ments and other forms of compensation which are subject to wage 
stabilization as provided in section 402 (b) (1) and section 702 (e) 
of the act. Suppose an employer now has one shift, from 8 a. m. 
to4 p.m. He needs to add a second shift, from 4 p. m. to midnight. 
In order to recruit people to work during these hours, be wishes to 
pay them more than be pays his day-sbift employees. To determine 
what rates he should pay, he checks the practice in the industry or 
area. He finds that other employers pay a premium somewhere 
between 4 and 10 cents an hour for second-shift work. 

GWR 13 permits this employer to establish a premium (or to im- 
prove his existing premium if he already has a second shift) to a point 
somewhere within the range of prevailing practice in the industry or 
area. The same is true as to other fringe benefits. Because of the 
risk of permitting parties to determine for themselves what is pre- 
vailing practice, however, the Board requires a petition for approval 
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on a case-by-case basis. Petitions may also be filed for minor fringe 
benefits; e. g., voting time, jury duty, and so forth, where the in- 
dustry or area practice may be inappropriate and the proposal will 
not be costly or unstabilizing. 
5. Health and welfare plans 

Suppose an employer wishes to afford his employees some protection 
against sickness and accident, by installing a plan which would provide 
hospital insurance and temporary disability benefits, or improving 
an existing plan. The wage freeze interrupted a strong movement in 
this direction by employers of both organized and unorganized workers. 

Health and welfare plans are still in a stage of development. Their 
benefits vary widely. They do not readily fall into prevailing industry 
or area patterns. In GWR 19, the Board has carefully defined the 
benefits which may be instituted without prior Board approval and 
has established the limits of approvability for each such benefit. 
Parties wishing to initiate or amend a health and welfare plan must 
report to the Board, and must wait 30 days before putting it into effect. 
The 30-day period permits the Board to review such plans for con- 
formity to its standards and criteria. This review procedure will also 
provide information to guide the Board in any future policy develop- 
ments in this field. 


6. Pension Plans and Profit-Sharing Plans of the Deferred Compen- 
sation Type 

In the field of pension and profit-sharing plans, the problem is that 
of permitting employers to provide employees with new or improved 
old age or permanent and total disability benefits, without allowing 
such benefits to be misused as a device to pirate labor. In adopting 
GWR 21, the Board dispensed with detailed criteria, and, instead, 
required only that certain basic requirements be met. Risk is mini- 
mized by the fact that employers know that such plans are costly 
and involve long-term commitments and will, therefore, inaugurate 
or modify them only after careful planning. This provides a sub- 
stantial deterrent against plans which might otherwise cause infla- 
tionary additions to business costs. 

GWR 21 provides for a 30-day waiting period to enable the Board 
to screen out plans which might have an unstabilizing effect. The 
Board was unanimous in adopting this regulation. This regulation 
provides sensible and effective stabilization of pension and _profit- 
sharing plans, while assuring management and labor a great deal of 
flexibility in framing plans which are best adapted to their particular 
employment conditions. 

7. Internal Wage Administration—“Housekeeping Adjustments” 

Any sensible wage stabilization program must provide general 
rules within which individual merit and length-of-service increases 
may be made to enable business to carry on its day-to-day operations. 
Jobs are vacated and replacements required by reason of such factors 
as retirement, death, quits and discharges. New people are hired 
or employees ‘are smdbnesy if they qualify for the higher-rated jobs. 
Temporary or changing needs of business require the transfer of em- 
ployees. New products, methods or materials create new jobs for 
which rates must be set in line with related jobs. 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 65 





These are day-to-day problems that every businessman faces. He 
should not be required to run to the Government for a specific answer 
to each of these numerous and varied “housekeeping” problems. The 
Board’s goal is to provide maximum freedom of day-to-day administra- 
tion. GWR 5 provides general rules that permit each employer to 
work out his own answers while safeguarding abuse by an accumula- 
tion of minor changes which could erode wage controls. Wage adjust- 
ments under GWR 5, properly administered, do not raise the general 
level of wages in the country, but tend to ‘“‘wash out’’ in normal 
emplovee turn-over. 

I would like to call your attention, Mr. Chairman and gentlemen, to 
the extreme efforts we have made to relieve employers, particularly 
small emplovers, from red tape in all of our regulations. 

The technical problems of administration of incentive and piece 
rate wage structures are now also covered by GWR 15. The Board 
was unanimous in adopting both GWR 5 and GWR 15. 


8. Bonus payments 

Many employers had a practice prior to the freeze date of paying 
bonuses ranging from a small to a major portion of their employees’ 
total compensation. Such practices varied greatly. Often the 
amount of the bonus depended upon the profits of the business and 
thus was a type of incentive. In other cases, it was a reward for 
continuous service. Some means had to be devised to permit the 
continuance of such practices while safeguarding stabilization objec- 
tives. The policy, adopted in GWR 14, which was approved unani- 
mously, is, in general, to limit bonus payments to employees in aecord- 
ance with prefreeze practices. Thus, an emplover who had an estab- 
lished practice of distributing a fixed percentage of his profits or definite 
amounts based upon years of service may continue his practice. 
Where bonuses were not based upon a precise formula, however, the 
employee is limited to the same amount or percentage he received 
in 1950. 


9. Special problems unique to certain industries 

(a) Agriculture.—I believe agricultural employers in this country 
to be quite satisfied with the Board’s regulations and decisions. 

The Board has tailored its policies to meet the special problems of 
agricultural employment. Crops have to be picked when ready. A 
farmer cannot wait for a Board decision on the applicable rate for the 
numerous kinds and conditions of crops. He has no time to spend in 
studying complex regulations. 

GWR 11 was unanimously adopted by the Board. This regulation 
permits farmers to make adjustments up to a stabilized level without 
necessity for prior approval or reports. In general, this means up to 
95 cents per hour or 15 percent above the rate paid for the same kind 
and condition of crop in the corresponding season in 1950. Don’t 
forget, these regulations apply to people who want to make increases. 
Within these stabilized limits, the farmer may adjust his rates to 
market forces with no red tape, delay or inconvenience. At the same 
time, these levels prevent wage spiraling in areas of farm-labor shortage. 

To insure that the regulation will be administered in aceordance 
with local needs and conditions, the Board has assigned expert per- 
sonnel to our regional offices, with responsibility to assist farmers in 
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the area in adapting the requirements of GWR 11 to the special needs 
of their particular crop conditions and other problems. 

Only a few regions are involved, sitice rates in most areas are 
below 95 cents per hour. When the need arises, the Board sets ‘area 
ceilings” for specific crop harvests, as for example, tomato and other 
harvests in California, citrus in Florida. Such ceilings help to prevent 
runaway rates and needless labor turn-over. 

(b) Construction—The complicated problems of the building and 
construction industry require special rules for the sensible application 
of wage stabilization policies. By unanimous action, we have there- 
fore established a tripartite Construction Industry Stabilization 
Commission. This is our only special industry commission thus 
far. Our limited funds do not permit more. We do not have funds to 
permit appointing of specialized industry commissions as much as we 
would like to do it. 

10. Specialized problems arising from particular types of pay practices 

(a) Incentives.—The Board has had to supplement its general rules 
to meet certain specialized problems of industry. For example, some 
employers or employees and unions wished to incorporate the increases 
permissible under GWR 6 and 8 into piece rates and other types of 
incentive payments, in accordance with past practice. Resolution 71 
is designed to take care of this problem, and to avoid inequities 
between incentive and nonincentive workers. 

(6) Payments per mile or trip.—A similar problem faced employers 
or employees and unions with regard to the compensation of over-the- 
road truck and bus drivers. If cost-of-living increases are equitable 
for other employers and employees, they are also equitable for truck 
and bus operators and their employees. Such employees are com- 
monly compensated on a mileage or trip basis rather than on an hourly 
basis. In addition, pay practices in these industries include payment 
for waiting time, or lay-over, and similar arrangements. Employers 
and unions had to be advised how such adjustments could be made 
in the application of the Board’s general regulations. Resolution 81 
is designed for this purpose. 

(c) Commissions.—A most difficult problem was presented in the 
application of GWR 6 and 8 to the compensation of salesmen paid on 
a commission basis. Increased earnings sometimes result solely from 
increased prices, but increased prices sometimes result in lowered 
earnings because of adverse effect upon demand. Increased earnings 
may reflect increased employee effort in whole or in part. All these 
possibilities had to be balanced in providing a means whereby equita- 
ble adjustments could be made for commission salesmen, roughly 
comparable to those permitted other workers. Under GWR 20 em- 
ployers and unions may, on a self-administering basis, adjust the 
salary, base rate, or guarantee components of commission workers 
within specified limits. Increase in commission rates, however, are 
erage only upon petition and Board approval on a case-by-case 

asis. 


11. Problems under consideration 


The Board is giving consideration to additional problems requiring 
administrative action to achieve the stated objectives of the Defense 
Production Act. 
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(a) Smallbusiness.—Detailed regulations are particularly burdensome 
to the small employer. The Board aims, therefore, to afford small 
business maximum freedom of action consistent with stabilization 
objectives. This is one purpose of the Board’s self-administration 
procedures, under which certain wage adjustments can be made by 
the use of simple arithmetic without prior Board approval. Another 
measure of special benefit to the smaller-business man, particularly 
one who desires to get into defense work, is GWR 17, which allows 
moderate increases to bring very low rates up to stabilized levels. 

I am sure you will be interested in the next thought. 

As a possible further step, the Board has been considering the advis- 
ability of suspending wage controls as to certain small business enter- 
prises. Experience in World War II demonstrated, however, that in 
some areas such as tool and die job shops, this step might have infia- 
tionary effects and lead to serious labor pirating. Suspension of wage 
controls must, therefore, be made on a selective basis after careful 
study, which is now under way. 

You see, in World War II we started out with a blanket exemption 
of employers with eight or less employees. Then we had to make an 
exception in the tool and die industry, until we had some sixty-odd 
exceptions. We are trying the other way this time. We are going to 
investigate. We have been investigating the possible price impact of 
exemption of small employers in collaboration with Governor Arnall’s 
office and with Mr. Putnam’s office, and this time we are going to put 
the exceptions in at the beginning instead of starting out with a zen- 
eral exemption or suspension, and then making exceptions to that 
exemption or suspension. 

(b) Productivity increases——The Board has had under considera- 
tion for some time the adoption of a policy concerning “productivity 
increases.”’ Great technological advances have resulted from the 
ingenuity of American management in the introduction of new and 
improved machinery, methods, materials, and techniques, and their 
efficient use through the cooperation of American labor. The fruits of 
technological progress have traditionally been divided between 
investors, workers, and the general public, in the form of increased 
profits, higher wages, and lower prices. 

In recent years American management has begun to give formal 
recognition, in collective-bargaining agreements, to the principle of 
sharing the benefits of technological progress which result in decreased 
unit costs. For example, the automobile and farm equipment indus- 
tries—this approach by the way was originated in Representative 
Wolcott’s State—in the General Motors agreement—the automotive 
and farm equipment industries quite generally have entered into agree- 
ments which provide for an annual productivity increase or “improve- 
ment factor” averaging about 2 percent or 4 cents per hour. Such 
agreements cover well over a million workers. In the industries 
mentioned, productivity increases are generally coupled with cost-of- 
living increases and are incorporated in a long-term contract, as well 
as having other features. 

On February 27, 1951, the Economic Stabilization Administrator 
suggested that the productivity increases called for in prefreeze agree- 
ments be continued within certan limits. In June 1951, the Board 
proceeded accordingly by unanimously adopting Resolution 22. The 
problem facing the Board is the adoption of a general policy for 
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employers or employers and unions who seek similar approval of 
postfreeze productivity increases. 

The need for such a policy is a matter on which all of the stabiliza- 
tion officials agree. The Economic Report of the President, trans- 
mitted to the Congress on January 19, 1952, states (p. 24): 

Wage adjustments to allow for increases in productivity, if carefully limited 
and firmly administered, can provide incentives which outweigh any possible 
inflationary effect. 

A general policy which permits productivity increases within defined 
limits is thus appropriate not only to eliminate an existing inequity 
between those who have and those who have not a prefreeze contract 
or plan calling for productivity increases but also to accomplish a 
constructive purpose over-all. Increased productivity is even more 
to be desired in a period of defense production than in peacetime. 
The real question is not whether we should have such a policy, but 
to fix the limits and the conditions for approval of productivity 
increases, either by generalized treatment or on a case by case basis. 
‘These problems are now under consideratisn by the Board. 

Now I come to the part in which I think this committee will be most 
interested. After all, what you want to know is how effectively the 
Board has done its job. In this connection, Mr. Chairman, we have 
collated statistics on an over-all basis, statistics that we know we can 
stand behind. I would like to call vour attention to the tables in 
appendix 3. There are five or six tables and you might look to follow 
my presentation by referring to those tables as I go along. It is 
appendix 3, beginning with table 1. 

The Board’s regulations are framed in terms of increases in wage 
rates rather than increases in earnings. Figures are available on 
comparative increases in wage rates in certain industries, but there is 
no national index of wage rate increases as there is for hourly earnings. 

Any appraisal of the effectiveness of a wage stabilization program 
must be relative. In analyzing wage trends, reference is frequently 
made to earnings levels as measured by the Bureau of Labor Statistics. 
Gross hourly earnings do not provide too reliable a criterion for wage 
comparisons because they include fluctuations in overtime earnings and 
inter-industry shifts, among other variables. Estimates of average 
straight-time hourly earnings attempt to exclude overtime but still 
reflect the effect of workers moving to higher paying industries, which 
is accentuated in a mobilization period. 

Adjusted heurly earnings exclude those two factors but still include 
variable earnings resulting from incentive systems and changes in the 
composition of the work force within a firm or within an industry, 
For example, 2 company shifting from civilian to defense production 
frequently needs more employees at the higher skilled levels and fewer 
at the lower skilled ‘wes 59 A comparison of a week’s payroll for 
civilian production and defense production in the same oant might 
show a substantial percentage increase in adjusted hour'v earnipgs 
even though wage rates have not been increased at all, that is even 
though every ‘ob in the plant carries the same rate as before. 

Adjusted average hourly earnings as I have pointed out reflect 
increases resulting from incentive payments, among other things. For 
example, an average increase in wage rates of 16 cents per bour may 
show up in the average hourly earnings series as 20 cents. Such in- 
creased payments do not reflect an increase in cost but rather the 
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contrary. Under most incentive systems, increased incentive earn- 
ings reflect increased production and decreased cost per unit of 
production 

For the purposes of this presentation, I have used adjusted average 
hourly earnings despite the imperfections I have mentioned, because 
they constitute the only available index to wage movements for all 
manufacturing on a national basis. Using that index, my staff has 
prepared a comparison of wage movements during the stabilization 
period beginning January 26, 1951, with wage movements in the 
following periods: June 1950 (Korea) to the beginning of stabilization ; 
January 1950 to the beginning of wage stabilization; the postwar 
years up to January 1950; and World War II. 

” Now these are the conclusions which are supported by the figures 
contained in the tables in the appendix. 

(Appendixes 1 to 5 appear at pp. 81-88.) 

First, since the establishment of wage controls in January 1951, 
the percentage increase in wages has been less than in the immediate 
prefreeze period over comparable or shorter time spans. (See Appen- 
dix 3, table I.) 

For example in the postfreeze period, you have the percentage 
increase of 4.7 or 4.1. You see figures are available only for January 
1950 and 1951, and February 1950 and 1951, and stabilization began 
January 26, so we have taken the index on each side of the beginning 
date of wage stabilization. 

Pre-Korea and pre-freeze, that is January 1950 to 1951, 12 months, 
7.9 as contrasted with our 4.7 and 4.1. January 1950 to February 
1951, 8.5. Post-Korea prefreeze, June 1950 to January 1951, 6.5, 
and to February 1951, 7.1, again as contrasted with our 4.7 and 4.1. 

If you turn to the next page, you will see similarly, dealing with 
average monthly rate of increase, postfreeze—I will just take the 
top figure on each of the three items, January 1951 to February 1952, 
0.005, that is a half cent, and in percent it is four-tenths of 1 percent. 

Comparable figure for pre-Korea, January 1950 to January 1951, 
0.009 and 0.7 of 1 percent. 

Third, post-Korea, prefeeze, June 1950 to January 1951, 0.013, 
or 1%, or 0.9 of 1 percent. I think that is a very good record. 

There has been a marked slowing down in wage movements on an 
average monthly rate, both in terms of cents per hour and in terms of 
percentage increases. (See Appendix 3, table I1.) 

Second, the percentage increase in wages on an annual basis, as 
well as the average monthly rate of wage increases (in terms of cents 
or percentages) during the period of wage stabilization compare 
favorably with comparable figures for World War II and the postwar 
years. (See Appendix 3, tables III and IV.) 

Now if you will turn to tables II] and 1V in the appendix you will 
note that during the period of stabilization, the percent—l1 will take 
the top figure, or both figures—4.7 or 4.1 percent, depending on 
whether you choose the 13- or the 12-month period for comparison. 

Now post World War II, that is the period of free collective bar- 
gaining, we have set forth various time intervals here. In 13- or 12- 
month periods that is, and you will note that, as contrasted with our 
4.7 and 4.1, the figures, during the free collective bargaining period, 
run to 8.0, 11.8, 16.6, 7.2, 10.7, and 15.2. 
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Let’s take a look at what we have done as compared with what the 
War Labor Board did in World War II—I was a member of that 
Board, so I don’t discriminate between them—we had tighter price 
controls in World War II, and tighter controls generally, so it is alleged— 
I am not sure I agree—but in World War II, in the period of Octo- 
ber 1942 to November 1943, the percentage increase was 7.4. In the 
12-month period from October 1942 to October 1943, it was 6.9. 
Again, in contrast with our figures of 4.7 and 4.1. 

I won’t bore you by going through table IV in detail, but it bears 
out the same conclusion. 

Third, while a comparison of wage and price movements is always 
difficult and often misleading, for what it is worth the movement of 
the adjusted average hourly earnings series, during the period of 
stabilization, is reasonably in line with the movement of the cost of 
living as reflected by changes in the Consumers’ Price Index in the 
stabilization period. Some difference is to be expected, but one can 
only speculate rather than rationalize as to the significance of the 
comparisons. (For comparisons between recent changes in adjusted 
average hourly earnings and the Bureau of Labor Statistics Con- 
sumers’ Price Index, see appendix 3, table V.) Part of the explana- 
tion might be that cost-of-living wage increases always lag behind the 
increase in the cost of living itself. For one reason, there is always 
a 6 weeks’ lag before cost-of-living changes are reflected in the Con- 
sumers’ Price Index. Thus, many wage increases granted since 
January 26, 1951, have reflected price increases prior to as well as 
after that date. It is possible, if not probable, that some part of the 
wage increases given even lately reflect increases in cost of living 
which occurred prior to stabilization. 

A fair and equitable wage-stabilization program cannot confine 
wage increases to cost-of-living increases along. Any such result 
would, for example, unfairly penalize many small employers, by 
holding them to the bottom of the wage levels in their communities. 
As I have explained, GWR 17, our interplant inequity regulation, 
permits adjustments up to a stabilized level in an industry or area 
in order to permit low-paying employers to raise their wages moder- 
ately in order to retain or attract their share of the labor market and 
thus engage in defense production. The Board also authorizes other 
types of adjustments which I have explained, all of which are sound 
and designed to attain the multiple objectives of the act. Despite 
the unreliability of a comparison of wage and price movements, it 
may be pointed out that wage movements in the present period of 
stabilization, in relation to the Consumers’ Price Index, compare 
favorably with the World War II stabilization period. (See Appendix 
3, table VI.) 

As I have previously indicated the Board’s regulations may gener- 
ally be divided into two categories: (1) those that are self-adminis- 
tering, that is, that permit increases to be made within specified limits 
without prior Board approval; (2) those that can be made only on 
petition and after approval by the Board on the basis of established 
criteria or in the exercise of the Board’s authority and duty to correct 
hardships and inequities. 

Petitions filed with the Board by no means seek to “break wage 
- ceilings.” They relate simply to increases which the petitioners 
believe to be approvable but which are not covered by the self-ad- 
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ministering provisions of the Board’s regulations. Approval is by 
no means given as a matter of course. Despite the fact that the 
petitioners evidently felt that the proposed increase was fair and 
equitable and not unstabilizing and that a denial would constitute a 
hardship or inequity, the Board has disapproved almost 5,500 peti- 
tions in whole or in part, constituting 14.4 percent of all the peitions 
decided. In addition, several thousand petitions were withdrawn or 
returned to the parties on a finding that the increase was permissible 
under the Board’s self-administering regulations, hence Board action 
on this petition was not necessary. 

The Board has conducted an intensive educational campaign to 
acquaint employers, workers, and unions with its regulations and 
policies. The Board has also taken great pains to write its regula- 
tions in simple and understandable language. There is no question 
that these measures have resulted in many fewer petitions being 
filed than would otherwise have been the case. They have enabled 
parties in making their agreements or in formulating their petitions 
to adhere to the standards and criteria established by the Board 
relating to permissible or approvable wage increases. I am confident 
that a great many settlements have been made within the limits of 
the self-administering provisions of the Board’s regulations. 

It is natural and human for each agency in the stabilization program 
to conclude that it is doing its job well. One indication that all of 
the agencies are doing a good job is the trend of the Consumers’ Price 
Index to date. The index has been relatively stable and has even 
decreased slightly from January 15 to February 15, 1952, with an 
increase of only one-tenth of a point between February and March 
1952. 

To summarize, the statistics shown in the appendix show that the 
Board has done a reasonably effective job in carrying out the mandate 
of Congress to stabilize wages. This job has been accomplished within 
the framework of the objectives set forth by Congress, including the 
preservation of collective bargaining, the maintenance of industrial 
peace, and the attainment of maximum defense production. Striking 
support for this observation is obtained by reference to the relatively 
small percentage of working time lost as a result of work stoppages, 
a prime indicator of industrial relations stability. (See Appendix 3, 
table VII.) 

DISPUTES 


Congress recognized that an effective wage stabilization program is 
inseparable from an effective program for the prevention or settlement 
of labor disputes. Thus, title V, section 501 of the act states: 

It is the intent of Congress, in order to provide for effective price and wage 
stabilization pursuant to title V of this Act and to maintain uninterrupted pro- 
duction, that there be effective procedures for the settlement of labor disputes 
affecting national defense. 

Title V authorized the President, following a public-labor-manage- 
ment conference which envisaged a broad no-strike, no-lock-out pledge, 
to designate an agency to carry out the objective stated in section 501. 
The President has not thus far exercised the authority so conferred, 
presumably because of his reluctance to invoke a no-strike, no-lock- 
out pledge and to confer broad powers on some agency similar to the 
powers conferred upon the War Labor Board in World War II. The 
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President has, however, conferred a limited disputes jurisdiction upon 
the Wage Stabilization Board, acting on the advice and recommenda- 
tions of the National Advisory Board on Mobilization Policy. The 
jurisdiction was conferred by Executive Order 10233, issued April 
21, 1951, amending Executive Order 10161. 

The President conferred disputes jurisdiction on the Wage Stabili- 
zation Board, rather than establish another agency for that purpose. 
This was a sensible decision, in my judgment, because the recom- 
mendations of some other agency would have had to be submitted to 
the Board for approval whenever stabilization questions were involved, 
creating the danger of disturbances if the recommendations were to be 
modified. 

The Board can exercise jurisdiction only in cases where the Federal 
Mediation and Conciliation Service has certified that collective bar- 
gaining, mediation and conciliation have failed to resolve the dispute 
and the Defense Department has certified that the failure to resolve 
the dispute would have a serious effect upon the defense effort. The 
Board cannot act on its own motion but only in cases certified by the 
President or voluntarily submitted by the parties. In cases certified 
by the President, the Board can only make recommendations for a 
fair and equitable basis of settlement. In cases submitted by the 
parties, the Board can make recommendations or a decision, as the 
parties wish. The Board has no subpena powers and its recommenda- 
tions have no legal sanction. 

The jurisdiction of the Board to handle disputes, particularly those 
involving non-economic issues, was considered and sustained in the 
first session of the Eighty-second Congress. The Lucas amendment, 
designed to limit the Board’s jurisdiction in dispute cases, was de- 
feated in the House by a vote of 217 to 113. The same question is 
again before the Congress in the form of various proposals pending 
in the House and in the Senate. 

I am sure that this committee would be interested in knowing how 
the disputes program has worked thus far. The tension existing in 
the steel situation has tended to obscure this record. The President 
has thus far referred 12 cases. The Board accepted nine additional 
cases which the parties submitted voluntarily for recommendations 
or decision. In every case but one referred by the President, the 
parties continued work and production while the case was pending 
before the Board. In such cases as those involving the American 
Smelting & Refining Co. and the Wright Aeronautical Co., the Board’s 
recommendations were accepted by the parties as the basis for final 
settlement. 

The Board still has pending before it a number of important cases, 
including those involving the aluminum industry, the iron ore indus- 
try, the oil industry, and an important segment of the brass fabricating 
industry. In all these cases work and production has been maintained 
pending recommendation by the Board. The same is true in all the 
cases voluntarily submitted to the Board, involving plants or groups 
of plants whose production is important to the defense effort. 

In some of the cases certified by the President or voluntarily sub- 
mitted by the parties, a Taft-Hartley injunction would not have been 
obtainable because the disputes did not involve “an entire industry 
or a substantial part thereof.”” Even where that jurisdictional test 
was met, the record shows that the voluntary procedures of the 
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Board have succeeded in maintaining work and production for periods 
sometimes in excess of 80 days, the maximum obtainable under a 
Taft-Hartley injunction. 

Proposals to divest the Board of its disputes jurisdiction or to 
limit it to economic issues, or to destroy in whole or in part the tri- 
partite organization of the Board, are cause for grave concern. In 
the first place, employers and unions will hesitate to have the Board 
consider their cases if they are uncertain as to whether or not the 
Board may be able to carry the case to a conclusion. In the second 
place, the proposals provide no method for the disposition of even 
the cases pending before the Board. Even if there were such provi- 
sion, it is doubtful whether the parties would maintain the status 
quo for the period that it would necessarily take for some other 
organization to start functioning. The only alternatives now avail- 
able are a possible injunction or a strike. 

The record of the Wage Stabilization Board in the prevention and 
settlement of disputes affecting the national interest is more successful 
than the record of any other governmental agency in peacetime or 
otherwise. ! am especiailv proud of the fact that this record has been 
established despite the lack of a no-strike- no-lock-out pledge or the 
patriotic appeal of an all-out war, and the absence of subpena powers 
or other coercive measures. I trust that this-record will not be over- 
looked in the current excitement over the stcei dispute. 

Now | thirk that ends my appraisal of the wage-stabilization pro- 
eram to date. The recerd of the Stabilization Board in the bandling 
of disputes, Keeping the peace, with one notable exception, is a better 
record than that made by any other governmental agency in wartime 
or in peace, and we have done that without a no-strike no-lock-out 
pledge, without subpena powers, without the patriotic stimulus ot 
an all-out war effort. Someday, when the history of this Board is 
written, people will have quite a different impression as to the effec- 
iiveness of its disputes activities from that which one might gather 
by reading certain current newspaper advertisements. 

Now I want to talk sbout the steel case very briefly in order to lay 
a basis for vour questioning this afternoon, because I know mery cf 
you wiil have such questions. 


THE STEEL CASE 


I have discussed the Steel case at length in my appearances before 
the Subcommittee on Labor and Labor-Management Relations of the 
Senate Labor and Public Welfare Committee on March 31, the full 
Senate Labor Committee on April 15, and the Senate Banking and 
Currency Committee on April 22. Their proceedings are or will be 
printed, and I respectfully ask that they be incorporated, at least by 
reference, in the proceedings of this committee. I shall attempt here 
to summarize the main points of the steel case which I believe might 
interest this committee at this time. 

The contracts between various steel-producing companies and the 
United Steel Workers of America, CIO, were to expire on or about 
December 31, 1951. The contracts had not been generally renego- 
tiated since 1947, and the issues in dispute, nominally 22 or so, 
exceeded 100. The last wage increase obtained by the steelworkers 
was negotiated in late November and made effective December 1, 1950. 
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Since then other major industries have voluntarily granted increases 
to their workers within the stabilization rules, and many other employ- 
ers, union or nonunion, have granted their employees all or nearly all 
that the Board’s regulations permit. 

When a steel strike was threatened for December 31, 1951, the 
President had to choose between obtaining a Taft-Hartley injunction 
or certifying the case to the Wage Stabilization Board for recommenda- 
tions as to a fair and equitable basis of settlement. Had he obtained 
an injunction, it would have insured enforced peace for a maximum of 
80 days, during which a board of inquiry could render a report but 
not make recommendations for settlement. 

The President chose to certify the case to the Wage Stabilization 
Board, which obtained assurances from the companies and the union 
that work and production would be continued while the case was bein 
considered by the Board. The Board appointed a tripartite pane 
which held hearings over a period of 26 days and reported to the 
Board with a summary of the evidence and arguments of the parties. 
The Board met with the panel in deliverative sessions 13 times; it 
met in such sessions, without the panel being present, an additional 
12 times. 

On March 20, 1952, the Board issued its recommendations. It 
had been previously arranged that the parties would start negotiations 
within a few days after receipt of the recommendations and that, if 
agreement were not reached by the night of Friday, April 4, the union 
would give 4 days’ notice. This meant that the final strike deadline 
was midnight of Tuesday, April 8. 

The parties met in negotiations for the first time on Thursday, 
April 3. Negotiations were broken off at the close of the day. At the 
request of Dr. John R. Steelman, Acting Director of Defense Mobiliza- 
tion, I went to New York in an attempt to assist the parties to reach 
a settlement by agreement. Discussions took place each day until 
the evening of Tuesday, April 8. Simultaneously, discussions were 
taking place in Washington between representatives of the steel com- 
panies and the Director of Price Stabilization. 

Discussions became stalemated on both wages and prices. On 
Tuesday, April 8, at 10:30 p. m., the President made a radio address 
announcing the seizure of the steel plants. Court proceedings were 
initiated by the steel companies seeking to nullify the seizure order 
and to enjoin any change in the old terms and conditions of employ- 
ment. That is the present status of the case. 

The money issues in the steel dispute included (1) rates of pay and 
(2) fringe benefits. The Board denied numerous demands of the 
union in whole or in part, including, as one notable example, the 
demand for guaranteed annual pay. See appendix 4 for a list of 
union demands and the Board’s recommendations on each. 

Following is an analysis of the Board’s recommendations, first, for 
the year 1952 and, second, for the first 6 months of 1953. This 
breakdown is made because in the past the parties have negotiated 
contracts providing for annual wage reopenings, whereas in this 
ease the Board recommended an 18-month wage contract in the 
interest of economic and industrial relations stability in this industry 
for an extended period, with no wage reopenings and no right to strike. 

For the year 1952 the Board recommended the following fringe 
benefit adjustments: 3 weeks’ vacation after 15 instead of 25 years 
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of service; six paid holidays at straight time and double time when 
worked, instead of no paid holidays and time and one-half when 
worked; narrowing of the North-South differential from 10 to 5 cents 
per hour; an increase in the second-shift premium from 4 to 6 cents and 
in the third-shift premium from 6 to 9 cents. Even with these adjust- 
ments, the fringe benefits enjoyed by the steelworkers will be no 
higher than, and in most cases well within, the standards prevailing 
in other major American industries. 

The total cost of these recommended fringe adjustments on an 
annual basis is 5.1 cents. The Board recommended that the adjust- 
ments not be made retroactive but that they become effective approxi- 
mately April 1, 1952. The total cost for the year 1952 will therefore 
be 4% cents. The steel companies have made no serious objections to 
these recommendations; in fact, they included all of the recom- 
mended adjustments for 1952 in their first offer made to the steel- 
workers in the negotiations on Thursday, April 3. 

As to rates of pay, the Board recommended an increase of 12% cents 
effective January 1, 1952, and an additional 2% cents effective July 1 
1952, or an average of 13% cents for the year. The money package, 
recommended for the year 1952 is thus 13% cents plus 4% cents, or a 
total of 18 cents. 

For the first half of 1953, in consideration of an 18-month instead 
of a 12-month contract, with no reopenings and no right to strike for 
the entire period, the Board recommended an additional 2% cents 
effective January 1, 1953, and time and a quarter for work performed 
on Sunday as such, costing approximately 3% cents, without regard 
to a possible reductioa in cost by rescheduling. 

Over the entire 18-month period, the total cost of all the Board’s 
recommendations will ultimately reach 17% cents plus 5.1 cents, 
annual basis, plus 3.5 cents, or a total of 26.1 cents. Taking the 
recommended increases and adjustments by quarters and averaging 
the six quarters from January 1, 1952, to June 30, 1953, the average 
cost over the entire period will be 20.4 cents rather than 26.1 cents. 

The fringe adjustments recommended by the Board fall clearly 

within the standards incorporated inGWR 13. The wage rate adjust- 
ments were made on the basis of GWR 6 and 8, revised, dealing with 
cost-of-living adjustments; prior rulings dealing with productivity and 
related increases; and the Board’s diseretion to permit a sum suffi- 
clent to maintain a balanced internal wage structure. 
_ The increases recommended are clearly justified on the basis of 
interindustry comparisons; that is, by comparison of increases in wage 
rates voluntarily granted by other major American industries, such 
as automobiles, farm equipment, electrical equipment, meat packing, 
nonferrous metals, rubber, and the like. (See appendix 5, showing 
these comparisons.) 

The proposed wage adjustments in the Steel case will not start a 
new round of wage increases, because most major industries and em- 
ployers generally have already granted increases which use up all or 
nearly all of the amounts permissible under the Board’s regulations. 
The recommendations in the steel case are designed primarily to permit 
the steelworkers to catch up to what other employees have already 
received under the Board’s regulations since the freeze date or will 
receive—for example, productivity increases—during the recom- 
——— period of the new steel agreement, January 1, 1952, to June 
30, 1953. 
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The majority of the Board concluded that the recommendations 
were fair and equitable and not unstabilizing. The President has 
expressly endorsed them as such. The Economic Stabilization Ad- 
ministrator has done likewise and, most recently, the National Ad- 
visory Board on Mobilization Policy. I am sure that, when this 
committee considers the Board’s recommendations and the support- 
ing data, it will reach the same conclusion. 

Now, summarizing, the steelworkers had no wage increase since 
December 1, 1950. Had they had an escalator clause in this contract 
at that time like the clause contained in the General Motors contract, 
for example, and many others, they would have used the October 
15, 1950, index as the basis for their subsequent wage adjustments; 
and, had they proceeded to do so, they would have been entitled to a 
cost-of-living increase alone of 16 cents. for the vear 1952. 

And let me point out, in contrast with that figure, the cost of the 
Board’s recommendations on the wage rate, direct wage rate, taking 
into account all of the equities involved—and there were several-— 
average 13%, cents for the entire vear 1952. 

You hear a lot about a 26.1-cent figure. Gentlemen, that is the 
cost of the package recommended by the Board over the whole 18 
months’ period and includes not only the recommendation on the 
wage rate but also the recommendations on the fringe benefits. 

In addition to the cost-of-living equity, these steelworkers asked 
for an adjustment based on the increased productivity which has 
admittedly occurred in the steel industry. 

Where there has been proof of productivity, and in some cases where 
there has been no such proof but there was a related equity, the 
Board has approved increases averaging around 2 percent, or 4 
cents. 

There were other equities in the case, but let me point out that we 
did not proceed as we do in passing on a voluntary petition to deter- 
mine exactly how many cents would be due or were permissible under 
each of our regulations. We did what parties do in collective bar- 
gaining, what arbitrators do in voluntary arbitration, and what 
Government disputes agencies traditionally do. We looked at all the 
equities, we arriyed at a lump sum, which in total was clearly within 
the Board’s regulations, but we did not attempt to allocate any 
specific amount for any specific item. That was a wise and practical 
way to handle it. 

On fringe adjustments, the fact that the companies have taken no 
exception to the Board’s recommendations except possibly Sunday 
pay, time and a quarter-—which does not begin until January 1, 
1953-—is evidence in itself of the reasonableness of our recommenda- 
tions. 

For example, after adjustments have been made, the steelworkers 
will have 3 weeks’ vacation after 15 years, which is quite standard in 
major American industries. 

They will have six paid holidays at straight time and double time 
when worked, which is quite standard in American industries-—less 
than the standard in some. 

They will have 6 cents for the second shift and 9 cents for the third 
shift-—considerably below the automobile industry, the electrical, and 
others, and certainly no more than standard in major American 
industries. 
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Those are the principal fringe adjustments made. On an annual 
basis, excluding Sunday pay for the moment, they would total 5.1 
cents. We did not make them retroactive but mede them effective 
at the next payroll period, roughlv April 1, and for the entire year 
19F2, thev will total 4% cents. 

So the package for 1952, including the 13%-cent average wage in- 
crease, 12% cents effective vanuary 1 and 15 cents July 1, and the 
fringe adjustments, is 16 cents, not 26.1 cents, 30 cents, or 60 cents or 
other fantastic figures mentioned. 

In the past the steelworkers have gotten out of one negotiation into 
another. They have had annual wage reopenings. And vou know 
how disturbing that sort of thing is and how much it is to be avoided 
in these critical times when we want industrial relations stability. 

Both sides hinted they would like a longer-term contract, so we 
recommended an 18-month wage contract—with no wage reopener 
regardless of what happens to the cost of living, regardless of produc- 
tivity increases that other industries lke automobiles, are going to 
get in 1952 and 1953—no right to strike, a firm contract for 18 months, 
and the price we paid for it was what? An additional 2% cents effec- 
tive January 1, 1953, and time and a quarter for work performed op 
Sunday as such, eVective January 1, 1923, the cost of which is about 
3% cents. 

Now the companies have objected strenuously to the reeommenda- 
tion on premium pay for Sunday as such, and there is of course some 
merit in their objection because, as they point out, they must neces- 
sarily operate seven days a week. But Sunday premium pay is not 
unique, even in necessarily continuous operations. Glass has it, 
aluminum has it, and several others that I have mentioned in my 
formal presentation—they all pay more than time and a quarter. 

Now on the union-shop issue. Again, let me say it is not an eco- 
nomic issue, but I know that this committee is interesting itself in the 
whole problem, and not just in any technical phase of it. 

Considerable confusion exists concerning the Board’s jurisdiction or 
authority to make recommendations on the union shop issue and the 
nature and reasons for the majority recommendation on this issue 
in the steel case. 

There can be no question of the Board’s jurisdiction or authority in 
this matter. It was not challenged by the companies. The difference 
of opinion is over the wisdom, not the legality, of the Board’s recom- 
mendations. 

A disputes-settling agency must have jurisdiction to settle any issue 
in dispute, and the authority over the issues in dispute must be as 
broad as the powers of the parties to agree. Thus, no exceptions were 
made in section 501 of title V; no exceptions were contained in the 
recommendations in the April 17, 1951 recommendations of the 
National Advisory Board on Mobilization Policy; and no exceptions 
were made in Executive Order 10233 establishing the Board’s disputes 
jurisdiction. 

In the Steel case, the union demanded the full union shop as author- 
ized by the Taft-Hartley Act. The demand was not for a closed shop, 
under which no one can obtain a job unless he is already a member 
of the union, or the kind of union shop under which a man may lose 
his job if he loses his union membership for any reason whatsoever. 
Both of these types of union security were outlawed by the Taft- 
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Hartley Act. That act prohibits discharge for loss of union member- 
ship except for failure to pay initiation fees and dues. Senator Taft, 
one of the coauthors of the Taft-Hartley Act, in speaking of the type 
of union shop permitted by that act said “I think the justice of such 
an arrangement should be clear.” 

The Bureau of Labor Statistics reports that over 60 percent of the 
collective-bargaining agreements negotiated or renewed in 1950 and 
1951 included some form of union shop as authorized by the Taft- 
Hartley Act. Some form of union shop prevails in such outstanding 
American business enterprises as General Motors and Allis-Chalmers. 

In elections conducted under the Taft-Hartley Act before the elec- 
tion requirement was climinated, 83.3 percent of the steelworkers vot- 
ing in union-shop elections voted for the union shop. The union shop 
is by no means an innovation in the steel industry. In a total of 
2,200 contracts to which the Steelworkers Union is a party covering 
production and maintenance: units in the basic steel and steel fabri- 
cating plants, union-shop provisions have been agreed to by employers 
in 994 (45 percent) of the contracts. Of 66 companies operating basic 
steel plants, including companies involved in the steel case, 27 have 
agreed to some form of union shop. 

Several of the largest steel companies involved in the dispute have 
union-shop agreements covering employees in their subsidiaries which 
operate railroads, coal mines, shipyards, or shipping. Several of the 
railroad contracts are of very recent origin. One of the union-shop 
agreements is with the steelworkers union, itself. 

The Board did not recommend any particular type of union-shop 
agreement but left the form or type and conditions to be worked out 
by the parties. There are various forms of union-shop agreements, 
including those under which old nonunion employees are exempt, and 
new employees who are required to join are given an opportunity to 
“withdraw” or ‘escape’ from the union if they are not satisfied with 
their union membership. That is the General Motors type. 

It should be noted that the recently expired steel contracts con- 
tained a “maintenance of membership clause”’ under which employees 
who join the union are required to maintain their membership for the 
duration of the contract. These clauses originated through directive 
orders of the War Labor Board during World War II. They con- 
stituted a much more drastic innovation at that time than the union 
shop recommended by the Board in the Steel case. For example, 
they required a union member to maintain his membership under all 
circumstances and permitted a forfeiture of his job if he lost his 
membership in the union for any reason whatsoever. That was 
permissible until 1947. 

Under some circumstances, the War Labor Board recommended 
even a union shop or a closed shop. One of the reasons why it did 
not recommend that new employees be compelled to join was that 
at that time there were no rules to govern the conditions under which 
applicants could obtain admission to the union. In adopting the 
Taft-Hartley Act, however, Congress has required an “open union’’— 
where there is a union shop, employees are protected against loss of 
their jobs if they cannot obtain admission to the union on the same 


terms and conditions as are applicable generally, and union members’ 


are protected against loss of their jobs by reason of loss of union 
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membership for any reason other than nonpayment of their dues or 
initiation fees. 

Gentlemen, that completes my presentation on that subject. I 
would just like to comment briefly on the extension of the act. 


EXTENSION OF THE ACT 


Price control should be strengthened, certainly not weakened. 
There is a school of thought which reasons that as price controls 
become weaker, wage controls must be strengthened. The fact is 
that we cannot have one psychology for prices and another for wages. 
The delicate balance was nearly upset by last year’s amendments to 
the price control sections of the act. 

Any further weakening will have serious repercussions on our 
ability to hold the wage line. 

Most of the suggestions I have heard concerining “‘decontro!”’ refer 
to price stabilization only. If price controls were seriously weakened 
by the Congress, in my opinion, it would be virtually impossible to 
maintain the present administration of wage stabilization. 

1. Psychological effects—Inevitably, there would be renewed de- 
mands for abandonment or relaxation of wage stabilization controls. 
From the workers’ viewpoint, decontrolling his employer’s prices 
while keeping his wages under control is as unfair as excusing the boss 
from paying income taxes while his workers continue to pay theirs. 

2. Economic effects —Any decontrol which resulted in a rise in the 
BLS Consumers’ Price Index would necessarily result in wage in- 
creases. The wage rates of millions of American employees are tied 
to that Index. Economic circumstances affecting the prices con- 
stituting the index are highly volatile. They include such unpre- 
dictables as crop outputs and world market conditions. But the 
Index goes up whenever its constituent prices go up, whatever the 
causes. If decontrol caused price increases, wage increases would 
inevitably follow. 

Decontrol of prices and wages 

To avoid the psychological and economic consequences above, is it 
feasible to decontrol both prices and wages? There is no direct paral- 
lelism between prices and wages except to a limited degree and the 
effect of decontrol cannot be confined to the particular area in which 
it was started. 

1. By commodity.—We have had experience with the commodity- 
by-commodity approach in the brief period of selective controls 
before the freeze was imposed in January 1951. This experience 
demonstrated the impossibility of matching wage controls with price 
controls, on a commodity-by-commodity basis. Cyrus S. Ching, 
Chairman of the Wage Stabilization Board during the selective control 
period, testified before a Joint Congressional Committee as follows: 

For instance, there was some discussion about price controls on original equip- 
ment tires. That meant that we had to figure out and put a wage control on 
original equipment tires. We did not have sufficient ingenuity to do it, because 
it Was an original equipment tire or it was a dealer’s tire, depending encirely upon 
which direction the truck went from the warehouse. 

The Cuarrman. When you say you did not have sufficient ingenuity to do it, 
what you are really saying in a polite way is that that would be an impossible 
task; is it not? 
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Mr. CuinG. That was the conclusion we came to. 

We had a similar experience with hides. We did not know who to direct the 
wage order to in the hide industry, whether it was directed at the farmer who 
killed one steer or the packing house; to the man who was working on hides in 
the morning and doing something else in the afternoon. 

That was difficult. Our experience would indicate that the commodity con- 
trols of prices is extremely difficult, to say the least, if not impossible to have 
wage stabilization following exactly the line of commodity prices. 

The CHarrMan. Selective wage stabilization on the basis of the particular 
commodity is an impossible task, was your conclusion? 

Mr. Cuinec. Yes. 

The CuHarrRMAN. How about wage stabilization on an industry basis? 

Mr. Cuina. Well, that would be easier, possibly, but then you again encounter 
the dislocation in the manpower situation. You could take the airplane industry 
and you could stabilize wages there, and if you left some other industry on the 
other side of the street free from stabilization it might present a lot of difficulties. 

It might be a disturbing factor in industrial relations. 3 

(Hearings before the Joint Committee on the Economic Report, 82d Cong., 
Ist sess., 1951, pp. 112-13.) 

2. By industry.—As indicated by Mr. Ching, an industry-by-industry 
decontrol would permit a decontrolled industry to raise its rates for 
particular crafts in short supply to the prejudice of defense plants or 
others in the same labor market area, which were still subject to 
controls. This would be especially true of those companies within 
the industry which were in a more favorable profit position. Pressures 
for extension of decontrol would be inevitable, and a spiral started on 
its way. 

3. By job classification.—Similar difficulties make it impracticable 
to consider wage decontrol for classifications not in short manpower 
supply. It would permit employers to give wage increases without 
restraint to all of their employees, except the most skilled employees. 
This would be grossly unfair to the men whose skills are most vital to 
the defense effort. It would produce an intolerable labor relations 
situation within the plant. 

4. By geographic area.—Decontrol of wages by labor market area 
is similarly impractical. The consequences could not be confined solely 
to those areas. The workers in job classifications which are in short 
supply would be attracted away from the geographical areas where 
they are most needed and which remain under control, to the decon- 
trolled areas. 

Flexibility essential 

Decontrol of any kind thus involves the serious risk that its effects 
cannot be contained witbin its original boundaries. Whether the risk 
can be assumed in a particular case is a judgment which should be 
made after the fullest possible study. And decontrol should be 
effectuated administratively, if at all, in a way which preserves maxi- 
mum flexibility. To restrict this administrative discretion by statute 
is dangerous. It takes time to correct legislation to fit changed circum- 
stances. A price or wage which is eligible for decontrol today, under 
whatever standard, may be in a completely different economic position 
tomorrow or next month or three months from now. By that time 
the damage is done. If wages have gone up sharply, the higher wage 
rates are in effect. The money has been paid and spent. A roolback 
is virtually impossible, even more so on the wage side than the price 
side. Nothing is more likely to cause industrial warfare than a cut 
in wages. If the new rates remain, they constitute “targets” for those 
employees who were under control all along. One bad mistake of this 
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kind could push the stabilization program to a new “plateau,” if not 
wreck it completely. 

For these reasons I urge that there be no further weakening of price 
controls; that the Defense Production Act be strengthened; and that 
at the very least the act be extended without change. 

I bave gone into some detail to illustrate why decontrol of prices 
only would have certain adverse psychological and economic effects, 
and why it was difficult if not impossible to have parallel decontrol 
of prices and wages. There are insuperable objections to decontrol 
by commodity, decontrol by industry, decontrol by job classification, 
or decontrol by geographic area. 

It is my humble suggestion that you permit the administrative 
agencies, like our Board, and the Office of Price Administration, to 
see what it can do, after a thorough study, in the area of suspension 
or decontrol. 

I can confidently predict that if you will leave those administrative 
agencies with just a broad mandate to decontrol as fast and as widely 
as possible, that the results will be better than if you attempt to legis- 
late a decontrol program. 

I want to thank the committee especially for its patience this morn- 
ing. This is along statement, and it follows two preceding statements. 
I am very grateful for your attention. 

Mr. Chairman, I would like to have the appendices attached to my 
prepared statement made a part of the record. 

The CHarrMAN: That may be done. 

(The information referred to is as follows:) 


APPENDIX 1 


SuMMARY OF WAGE STABILIZATION BoarRD REGULATIONS AND IMPORTANT 
RESOLUTIONS 


ESA-GWR 1, issued January 26, 1951: Stabilizes wages, salaries, and other 
compensation at January 25, 1951, levels. Requires prior approval of the Wage 
Stabilization Board for any increased payments to employees. 

GWR 1, issued January 30, 1951: Restates and clarifies the definition of 

“wages, salaries, and other compensation’”’ appearing in section 702 (e) of the 
Defense Production Act. 
_ GWR 2, issued January 30, 1951: Permits without prior approval of the Wage 
Stabilization Board, increases decided upon prior to January 25, 1951, in written 
agreements and arbitration proceedings and effective not later than 15 days 
after that date. Purpose was to give effect to collective bargaining agreements 
and arbitration awards made prior to the freeze order. 

GWR 8, issued January 31, 1951: Permits, without prior approval, increases 
up to the minimum wage provided by Federal and State minimum wage laws. 
This regulation was necessary because of requirement in the Defense Production 
Act that no action be taken by the Board inconsistents with the Fair Labor 
Standards act. 

GWR 4, issued January 31, 1951: Permits, without prior approval, increases 
to employees of non-Federal governmental agencies, whose compensation is 
fixed by statute, ordinance, or regulation. In making increases, the affected 
agencies are expected to conform to national wage stabilization policies. 

GWR 5, issued February 12, 1951, revised July 27, 1951: Permits, without 
prior Board approval, subject to certain conditions, (1) merit or length-of-service 
increases, (2) promotions and transfers, (3) rates for new and changed jobs, and 
(4) rates for new employees. Purpose of this regulation is to permit the adminis- 
tration of existing wage and salary structures to continue in a normal manner 
with a minimum of governmental interference, and at the same time, make 
certain that these wage and salary housekeeping practices are not abused in 
order to pirate labor or cumulated so as to amount to general wage or salary 
increases. 
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GWR 6, issued February 27, 1951: Permits, without prior Board approval, 
general increases in wage and salary levels in appropriate units, up to 10 percent 
over the wage and salary levels in effect on January 15, 1950. Different base 
period may be used where January 15, 1950, period is shown to be abnormal. 
Section 5 of GWR 6 permits more than 10 percent increase in rare and unusual 
cases where increase is indispensable to attract or retain labor in essential civilian 
or defense industries or plants. 

GWR 7, issued February 15, 1951: Permits, without prior approval by the 
Board, increases to employees of nonprofit religious, charitable, and educational 
organizations: The organizations affected are expected to conform to national 
wage stabilization policies. 

GWR 8, issued March 8, 1951, revised August 23, 1951: Permits operation, 
without prior Board approval, of cost-of-living provisions in collective bargaining 
agreements, and written wage and salary plans which are based on an acceptable 
cost-of-living index; and in the absence of formal plan, permits semi-annual cost- 
of-living increases based upon an acceptable index, dated on or after January 15, 
1951. 

GWR 9, issued March 8, 1951: Provides procedures and criteria for obtaining 
approval of rates of wages for employees of new plants. The purpose of the regu- 
lation is to keep wage rates in new plants in line with those of existing enterprises 
in the same industry or local labor market area. 

GWR 10, issued March 8, 1951, revised May 23, 1951: Permits, upon petition, 
continuation of historical ‘‘tandem” relationships, whereby adjustments of wages 
for one group of employees have been directly related to those of another group in 
timing, amount, and nature. 

GWR 11, issued May 18, 1951: Adapts the wage stabilization program to agri- 
cultural labor. Establishes the level to which agricultural wage rates may be 
brought without prior Board approval. 

GWR 12, issued May 31, 1951: Establishes a tripartite commission to adminis- 
ter wage stabilization functions in the building and construction industry. This 
commission has jurisdiction over all mechanics and laborers in the building and 
construction industry, employed directly upon the site of the work. The com- 
mission stabilizes wages on the basis of area rates, so far as practicable. 

GWR 13, issued July 19, 1951, revised April 11, 1952: Provides procedure for 
obtaining approval of fringe benefits which do not exceed prevailing industry or 
area practice, as to both amount and type. Applies to paid vacations, paid 
holidays, premium pay, shift differentials, call-in pay, and other types of fringe 
benefits. For minor fringe benefits, e. g., voting time, industry or area practice 
test may be disregarded where benefit not costly and will not be unstabilizing. 
It does not cover health and welfare plans, pension plans, or profit-sharing plans 
of the deferred-compensation type. 

GWR 14, issued July 25, 1951: Permits, without prior Board approval, pay- 
ment of bonuses under established plans, subject to certain standards. Also 
permits bonuses in the absence of an established plan, which do not exceed same 
amount or percentage paid during the preceding bonus year. Requires approval 
of other bonus payments. 

GWR 15, issued. July 27, 1951: Permits, without prior Board approval, the 
establishment or adjustment, under specified conditions, of incentive or piece 
rates in plants which use that method of compensation. 

GWR 16, issued August 30, 1951: Exempts Puerto Rico and the Virgin Islands 
from wage-stabilization controls, because of the absence of any substantial 
upward wage pressure in those areas. 

GWR 16A, issued October 5, 1951: Exempts employment in Panama Canal 
Zone from all wage stabilization controls. 

GWR 17, issued October 17, 1951: Permits petitions to be filed for wage adjust- 
ments in order to correct interplant inequities. The comparison group of estab- 
lishments used is one which is best adapted to preserve normal] patterns of wage 
setting. 

GWR 18, issued December 7, 1951: Authorizes petitions to eliminate intra- 
plant inequities through comprehensive job-rate review or through individual 
job-rate adjustments. Wage adjustments authorized under this regulation may 
not be used as a substitute for general wage-rate increases. 

GWR 19, issued December 23, 1951: Establishes a policy to govern the estab- 
lishment of plans and the amendment of existing plans, providing for certain 
health and welfare benefits. The regulation contains a policy and procedures 
for approval of such plans. It is supplemented by Board 2 resolution 78, which 


contains a set of standards called review criteria. Unless a plan contains a 
feature listed in resolution 78 a conforming plan is approved automatically 30 
days after the filing of a report. 
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GWR 20, issued February 13, 1952: Adapts wage-stabilization regulations to 
employees compensated in whole or in part on a commission basis. 

GWR 21, issued February 22, 1952: Governs the establishment of new pension 
plans and profit-sharing plans of a deferred-compensation type and the amendment 
of existing plans. 

RESOLUTIONS 
Annual improvement factor 

Resolution 22, issued June 6, 1951: Authorizes approval of annual improvement- 
factor increases similar to GM—UAW type agreed to prior to January 26, 1951. 
Requires ‘‘no price increase” warranty. 

Resolution 23, issued June 12, 1951: Specified form of ‘no price increase”’ 
warranty. 

Resolution 90, issued March 28, 1952: Authorizes approval of annual improve- 
ment-factor increases within certain limits, for which petitions were filed before 
March 27, 1952, and payments were to be effective before January 1, 1952. 


Equat pay for equal work 
Resolution 69, issued November 15, 1951: Authorizes approval of wage adjust- 
ments to eliminate sex, race, color, or national-origin differentials. 





APPENDIX 2 
THE WAGE STABILIZATION BOARD AND COLLECTIVE BARGAINING 


The purpose of this statement is to clarify the functions of the Wage Stabiliza- 
tion Board in relation to the processes of collective bargaining. This statement 
was adopted by unanimous vote of the public, industry, and labor members of 
the Board. 

1. The Wage Stabilization Board has primary responsibility to formulate, inter- 
pret, and apply the policies governing what wage increases may be given by an 
employer in this defense period, when it is necessary to curb inflation and protect 
the purchasing power of the consumers’ dollar. 

2. It is the firm policy of the Board, in accordance with the desire expressed by 
Congress and by the President, to exercise its functions so as; (a) to obtain maxi- 
mum production for national defense and civilian needs; (b) to preserve and 
promote sound working relations, including, to the fullest practicable extent, the 
processes of collective bargaining, and (c) to insure the prior full use of established 
conciliation and mediation facilities before acting in dispute cases. 

3. The Board must necessarily state its policies in the form of general regula- 
tions. The Board recognizes that this creates some difficulties in negotiations 
wherein the parties are concerned with their particular problems. Nevertheless, 
if the Board is to preserve the values of collective bargaining to the fullest prac- 
ticable extent, it must not prejudge any proposal or counterproposal during the 
bargaining process. 

4. An effective Wage Stabilization Board program necessarily embraces all the 
money issues commonly arising in collective bargaining negotiations. Such a 
program must therefore emerge finally as a series of policy regulations rather 
than as a single formula. 

5. Major policies already announced and in effect cover permissible adjust- 
ments: (1) to keep pace with increases in the cost of living (GWR 6 and 8); (2) 
to meet necessary day-to-day “‘housekeeping’”’ requirements, such as merit or 
length of service adjustments, transfers to higher paying jobs, promotions and the 
like (GWR 5 and 15); (3) to meet manpower needs in cases certified by other 
defense agencies as rare and unusual (ODM 8-16—-51—No. 52, and GWR 6, sec. 
5); (4) to compensate for increased productivity (Board resolutions 22 and 23); 
and (5) to allow certain supplemental pay practices, commonly known as fringe 
items up to but not to exceed the level of prevailing industry or area practice 
(GWR 13 and Board Resolutions 40 and 59). 

Policies under consideration concern approval of petitions for (1) correction 
of inequities between job rates in particular plants (Board Resolution 51); (2) 
correction of inequities between rates for similar jobs in different plants; (3) 
establishment or improvement of health and welfare programs; (4) establishment 
or improvement of pension plans; (5) relief of substandard situations; and (6) 
compensation for increased productivity and more efficient production. 

Some of the Board’s policies are self-administering, i. e., certain adjustments 
may be made without prior Board approval, though filing may be required. 
Others permit adjustments only on application and approval. 
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6. The necessity for development of a balanced program covering all the 
money items in the wage picture does not mean that the Board’s regulations 
undertake to tell the parties what a union should demand or an employer should 

ive. 
y 7. The Board does not mean to encourage the making of an agreement which the 
parties well know exceeds existing regulations, involves no special facts or inequi- 
ties justifying an exception thereto, and provides no reasonable basis for requesting 
a modification thereof. The Board wishes to point out, moreover, that the making 
of this type of agreement or demands leading thereto, or an announcement by the 
employer that he intends to ask for such an increase, may have serious conse- 
quences. It tends to raise false hopes among the workers and provoke industrial 
unrest. In sucha case, it is often the stabilization program, rather than the parties 
who have negotiated the agreements, that becomes the object of the wrath of the 
disappointed workers. The end result is strained labor-management relations, a 
weakened stabilization program and the danger of stoppages of critical defense 
production. 

Nothing in the law prevents the parties from making any wage agreement they 
desire, subject to Board approval, and from submitting their agreements to the 
Board for approval. Nothing in the law prevents the parties from arguing that 
the agreement is approvable within existing regulations, or that an exception 
should be made, or that the regulations should be modified. This is the tradi- 
tional American concept of due process and one’s right to a day in court. 

8. Wage increases which do not come within the self-administering provisions 
of Board regulations may not be placed into effect without Board approval. Yet 
the completion of wage agreements, and the making of union demands, or em- 
ployer counteroffers, are often publicized by others as ‘‘piercing the wage ceiling’, 
or as forecasting such a result. Such an appraisal is erroneous since, as stated, 
the important question under wage stabilization is not what the parties may 
agree upon but what the Board will approve. More significantly, such an ap- 
praisal tends to mislead the workers directly involved, to encourage demands gen- 
erally for increases in excess of existing regulations, and to undermine public 
confidence in the integrity of the entire stabilization program. 

The Board is fully aware that collective bargaining is not free to the same 
extent as before the advent of economic controls by law. Thus, the President’s 
2xecutive Order 10233, relative to the functions of this Board, recognizes that 
that effective wage stabilization ‘“‘imposes limitations’? on the processes of free 
collective bargaining. Nevertheless, even in this period of wage stabilization, 
there is a considerable area for genuine collective bargaining. No such bargain- 
ing can exist with a representative of the Board sitting at the table to tell the 
parties what they can or cannot do, should or should not do. The Board, there- 
fore, cannot and will not undertake to prescribe the permissible ‘imitations be- 
forehand within which the parties can or must bargain.”’ 

The Board is confident that employers and unions, being aware of the tempo- 
rary limitations on collective bargaining and the reasons therefor, will accept 
responsibility to conduct their negotiations consistent with wage stabilization 
policy. The proper exercise of this responsibility will help safeguard the demo- 
cratic values of the collective bargaining process to the fullest practicable extent 
consistent with the maintenance of economic stabilization in a defense economy. 
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TaBLe I.—Percent increase in adjusted average hourly earnings! before and since 


stabilization 
Post-freeze: Percent 
January 1951 *—February 1952 (13 months) __--.........--.-------.- 4.7 
February 1951 *—February 1952 (12 months) _-_--__--.-_----------- 4.1 
Pre-Korea, pre-freeze: 
January 1950—January 1951 (12 months) -_------------------------ Se 
January 1950—February 1951 (13 months) -_.-----..--------------- 8.5 
Post-Korea, pre-freeze: 
Sine. 1900 suse Loon ts nnmhtne) ee Lee 6.5 
June 1950—February 1951 (8 months). ._-----------.-------------- eae! 


1 Adjusted average hourly earnings of production and related workers in manufacturing following January 
1950 represent gross average hourly earnings excluding overtime and the effect of inter industry shifts in 
employment after January 1950. 

2 Since the figures are available only for January 15, 1951 and February 15, 1951, and since stabilization 
controls were established between these two dates, (i. e., January 25, 1951), both dates are shown for the 
beginning of the control period. 
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TaB_E II.—Average monthly rate of increase in adjusted average hourly earnings — 
Before and since stabilization (cents and percent) 








| Dollars | Percent 
| 
Post-freeze: | | 
January 1951 2~February 1952. _.__......-.---- | 0.005 0.4 
Feburary 1951 ?~February 1952 SERLEO : : : 005 “3 
Pre-Korea, pre-freeze: | 
January 1950-January 1951-........-..-.-.---.-- tel 1 Sn Ps a | 009 | 7 
January 1950-February 1951. .- : 009 9 


Post-Korea, pre-freeze: 
June 1950-January 1951_.......-- aio : ce : ier cae | 013 9 
June 1950-February 1951---._.-- zm ‘ 4 io 012 “9 


} 





1 Adjusted average hourly earnings of production and related workers in manufacturing following January 
1950 represent gross average hourly earnings excluding overtime and the effect of inter-industry shifts in 
employment after January 1940. 

2 Since the figures are available only for January 15, 1951, and February 15, 1951, and since stabilization 
controls were established between these two dates (i. e., January 25, 1951), both dates are shown for the 
beginning of the control period. 


TaBLE III.—Percent increase in adjusted average hourly earnings! stabilization 
period compared with postwar years and comparable period of World War ITI 
stabilization 


Post-freeze: Percent 
January 1951 7—February 1952 (13 months) ___..._____._--_______-- 4,7 
February 1951 ?~February 1952 (12 months)__......-.-..---------- 4.1 

Post-World War IT: 

January 1948—February 1949 (13 months)___...___..-._--__-__-_-- 8. 0 
January 1947—February 1948 (13 months) ___..._.___--____--_____- 11.8 
January 1946—February 1947 (13 months)-_____....-_.---.---------- 16. 6 
February 1948-February 1949 (12 months)___________-__-________- Ye 
February 1947—February 1948 (12 months) ___.._.__..__-_-________- 10. 7 
February 1946—February 1947 (12 months) ______.__-_--_._---___-__- 15. 2 

World War II wage stabilization: 

October 1942—November 1943 (13 months)__._--.-.-_----_--______ 7.4 


a 
© 


October 1942—October 1943 (12 months)_______._._____-___ eee 


1 Adjusted average hourly earnings of production and related workers in manufacturing following Janu- 
ary 1950 represent gross average hourly earnings excluding overtime and the effect of interindustry shifts 
in employment after January 1950. Adjusted average hourly earnings in World War Ibexclude overtime 
and the effect of interindustry shifts in employment after January 1941. 

2 Since the figures are available only for January 15, 1951, and February 15, 1951, and since stabilization 
controls were established between these two dates (i. e., January 25, 1951), both dates are shown for the 
beginning of the control period, 


TaBLE IV.—Average monthly rate of increase in adjusted average hourly earnings } 
stabilization period compared with postwar years and comparable period of World 
War II stabilization 











Dollars Percent 
Post-freeze: | | 
ee Wg) a a at 0.005 | 0.4 
February 1061 2:to February 1052. .......................-- Sa i . 005 8 
Post-World War II: } 
January 1948 to February 1949_____- P Be decals slows 008 | .6 
January 1947 to February 1948.__.___..____._____-- sige . 010 | 9 


January 1946 to February 1947___._...__._...-_..-.-----.---__-- aXe =e .012 | 1.3 
| 


February 1948 to February 1949.....________- Me el EERE I IT, 5‘ GTS . 908 | .6 

February 1947 to February 1948 . : : Seis O10 | .9 

February 1946 to February 1947__...%......._..-- Dei naples dl coe . 012 | 1.3 
World War II wage stabilization: | | 

October 1942 to November 1943._...............--.---------------------- | 005 | .6 

October 1942 to October 1943_.- Seo tate ae beet ge aE a ss aca aS . 005 | .6 





! Adjusted average hourly earnings of production and related workers in manufacturing following January 
1950 represent gross average hourly earnings excluding overtime and the effect of interindrstry shifts in 
employment after January 1950. Adjusted average hourly earnings in World War II exclude overtime and 
the effect of interindustry shifts in employment after January 1941. 

? Since the figures are available only for January 15 and February 15, 1951, and since stabilization controls 
were established between these 2 dates (i. e., Jan. 25, 1951), both dates are shown for the beginning of the 
control period. 
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TaBLE V.—Change in adjusted average hourly earnings | and BLS Consuimers’ Price 
Index (between stated base dates and February 1952) 








Consumers’ Price Index 
Earnings |—— ——-——__———— 











| 
Old New 

EE ae ee ee 2 SEES CE Ta eS Ae: NORE adie 
Post-freeze: Percent Percent | Percent 

January 1951 2 to February 1952 _____- pdcbeeakinwanwasate 4.7 | 3.7 | 3.5 

February 1951 to February 1952..............---..-.---...- 4.1 | 2.2 | 2.2 
Pre-Korea, prefreeze: 

January 1950 to January 1951__...-...........-....-.-.-.-- 7.9 8.8 | 7.9 

January 1050 to February 1951... .......................... 8.5 10.4 | 9.3 
Post-Korea, prefreeze: 

Se THe 00 Fe IOS oo si oii onic ck S50 co sce ecsc ccc eR: 6.5 6.7 | 6. ¢ 

June 1950 to February 1951.. .......---......--...-. eireraye a4.4 8.2 8.0 
Entire period: January 1950 to February 1952_____-_..-..-.... 13.0 | 12.8 11. 
Korea, to date: June 1950 to February 1952....--.-.---.--..--- 11.5 | 10.6 , 10.4 


{ 








1 Adjusted average hourly earnings of production and related workers in manufacturing following Jan- 
uary 1950 represent gross average hourly earnings excluding overtime and the effect of interindustry shifts 
in employment after January 1950. 

2 Since the figures are available only for Jan. 15 and Feb. 15, 1951, and since stabilization controls were 
ae between those 2 dates (i, e., Jan. 25, 1951), both dates are shown for the beginning of the control 
period, 


TasLe VI.—IJndex of wage movements compared with changes in consumers’ price 
index in 2 stabilization periods 


Adjusted 
average | Consumers’ 
hourly | price index 


earnings ! 





! 
| 
| 
Current stabilization period: { 
January 1951_-__-_-_-- - wn psie dovpeete ibiastp bid sedapoed 100.0 | 100.0 
February 1952 (13-month period) -...-._------- sianiacnisticcane Gakiiniinte BOP local 104.7 | 103.7 
World War II: | 
CT Rh one tutabd nigetnicensen cna whetacwcub tds oe esek sake deed | 100.0 | 100.0 100. 0 
November 1943 (13-month period) ....-.-.-..-- Seema Ede sdideenks Sasa --| 107.4 | 104.5 2105.2 





| Adjusted average hourly earnings of production and related workers in manufacturing following Janu- 
ary 1950 represent gross average hourly earnings excluding overtime and the effect of interindustry shifts 
in employment after January 1950. 

2 CPI with correction for quality deterioration and other factors as recommended by President's Com- 
mittee on the Cost of Living. 


Tas_eE VII.—Work stoppages, workers involved, and man-days lost, average per month 





l ny (ee | | Percent of 
| Number of} workers | Man-days | estimated 














| eee | involved | lost =| working 
| time 
Calendar year: 
1951 Fe a ee 574 267, 000 1, 879, 000 0. 24 
1950 gcse com ecaen es aN 631 384, 000 3, 237, 000 . 46 
1949 edad. Rete Aer : 500 442,000 | 4, 210, 000 59 
aa saa bibl mig aaiiner spate genteel — 469 273, 000 2, 842, 000 37 
Most recent 12-month period: 
February 1951 te February 1952_- : 576 268, 000 1, 836, 000 23 
February 1950 to February 1951 639 370, 000 | 3, 001, 000 2 
February 1949 to February 1950__.__- Satta 488 465,000 | 4, 497, 000 . 66 
February 1948 to February 1949__ : ow 260,000 | 2, 651, 000 .35 





Source: Bureau of Labor Statistics. 
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APPENDIX 4 


List oF UNION DEMANDS CONSIDERED BY WSB anp RECOMMENDATIONS ON Eacu 





dssue Union demand Board recommendation 





General wage increase. ........--.-.-| 18.5 cents, Jan. 1, 1952____- ..| 12.5 cents, Jan. 1, 1952. 
| 2.5 cents, July 1, 1952. 
2.5 cents, Jan. 1, 1953. 





Wage differentials: 


(a) Southern differential 10 cents_| Eliminate.. ities . Reduce by 5 cents. 
(b) Various interplant differen- oo do. kieeSeh ...| Referred to parties. 
tials. 
oS ae 1a |{Second shift, 10 cents : 6 cents. 
Shift differentials... .-----.--------- iad shift, 15 cents 2 9 cents. 
Holidays: | 
(a) Paid holidays. EE TS eh sn See 5 6. 
(b) Premium pay for holidays | 2% times. : | 2 times, 
worked. | 
| {2 weeks after 2 years . ..-..-.-| Union should withdraw. 
Vacation. <.......-.. oe . 3 weeks after 5 years. _-....__--. | 3 weeks after 15 years. 


ils weeks after 18 WONG ee Union should withdraw. 


Premium pay: 


(a) Saturday, as such - | 14 times e : Do. 
(b) Sunday, as such ._--- | 2 times ‘ lll | 144 times, effective Jan. 1, 1953. 
Retroactivity anes Se a a All money issues ____-- .......| Wage increase only. 
Guaranteed annual wage. | 52 weeks at 30 hours | Returned to parties. 
Severance pay. ad | Number of weeks pay equal to | Do. 
| _ number of years service, | 
Demotion allowance .. the Minimum guaranty of former | Union should withdraw. 
average earnings for 1 year. | 
Reporting allowance. . | 8 hours, liberalize rules for appli- | Do. 
| cation and 8 hours call-back 
| pay. | 
Absenteeism. _ -._...---- ..---| No discipline... .-. Returned to parties, 
Application of shift differential. -....| Change and liberalize rules..____ | Do. 
Application of vacations_-_._...--. Change and liberalize rules Do. 
Application of paid holidays ..| Companies urged need for rules.| Parties should negotiate eligibil- 
| ity rules. 
Premium and overtime pay_._......| Substantial revision and liberal- | Premium pay for sporadic re- 
| ization. scheduling of individuals and 


for split shifts. Others returned 
to parties. 


Contracting out_ ___. , ..| Prohibit.....-...............-..| Union should withdraw demand. 
Definition of employee_ ras | Revise. -.--------------| Returned to parties. 
Respom sibilities of parties fea do ROE AIS Be ROPES By Do. 
Rates of pay, incentives - i iio. Oe eee Soe ean Do. 
Local working conditions, manage- |_.._.do J Foe EEE BN 
ment rights, and rates of pay, job | 
structure. 
Rates of pay, miscellaneous ° do ; : ...| Returned to parties. 
Seniority —___- : man pee eee Be itt ....-..| Local unions should be furnished 


with adequate seniority lists. 
| All other seniority issues re- 
; turned to parties. 
Maximum union security per- | A form of union shop to be ne- 
missible under Taft-Hartley gotiated by parties. 
and applicable State statutes. 
Purpose and intent; adjustment of | Returned to parties in accord- | 
grievances; arbitration; suspension ance with their agreement. 
and discharge; safety and health; 
military service. 
Union security ; _...........| Maximum union security per- | A form of union shop to be nego- 
missible under Taft-Hartley gotiated by the parties. 
and applicable State laws. 


Union security 





APPENDIX 5 
INTERINDUSTRY COMPARISONS 


Under the Board’s recommendations; by the end of 1952 the steelworkers will 
have received no more, and in some cases less, than the increases voluntarily 
granted by employers in several major industries. 

Examination of wage movements since January 1950 demonstrates, first, the 
varied patterns of wage adjustments in leading American manufacturing industries 
and, second, the extent to which the steel industry has lagged behind the wage 
increases in other industries. 

The 12%-cent immediate increase recommended in the steel dispute, together 
with the 16-cent increase in December 1950, result in a total increase which is in 
line with wage movements in other leading industries since January 1950. Further- 
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more, the total of automobile increases by June 30, 1953 (4-cent annual improve- 
ment factor increases are due on June 1, 1952, and June 1, 1953) will exceed the 
total of steel adjustments since January 1950, even after the addition of the 
2\-cent increments (33.5 cents in steel to 35 to 36 cents in automobiles). 


Wage rate increases in leading industries since January 1950 











| | | 
| Number} m4. | Number | : 
Industry | ofin- | —, Industry | ofin- | PS mall 
| creases | srs | creases | metene 
| | 
| ; 1 
| Cents || | Cents 
ete | 6 scc... PS ee | 1 | 116.0 || Electrical equipment_ | 3 | 25.5 
Meat packing-_.--.....-- epeies 3 | 28.3 |, Nonferrous metals Saas ae 2; 25-25.5 
Ausomonnegs <2. 5. lc.. 7-9 | 227-28.0 || Rubber (tires and tubes) -- 2 | 23.5-24.5 
Farm machinery - . - : 8 | $30.0 || Shipbuilding.-..............-| 1 17-22. 5 


} 
|The Board’s recommendations, if followed, would add 1244 cents effective Jan. 1, 1952 (28.5 cents); 
216 cents July 1, 1952 (31 cents); 244 cents Jan. 1, 1952 (33.5 cents). 
2 Does not include annual improvement factor increases of 4 cents per hour due in June 1952 and June 1953. 
3 Does not include annual improvement factor increases of 4 cents per hour due in August 1952 and 
August 1953. 


The recommended adjustments are also in line with wage movements in leading 
industries since the date of the last steel contract—actually since the January 26, 
1951, ‘‘freeze’”’ date. The following adjustments have been made: 





Wage-rate increases in leading industries since January 1951 3 

Total _ Total 4 

mecrease merease y 

Industry: (cents) | Industry—Continued (cents) : 

Shinbuilding 4.0... 17-22. 5 Nonferrous metals______- 15-16. 0 
Meatpacking--...-.---- 17.3 AM 6 ln a oe 13. 0 
Antomounes 2.2L. 2 1217.0 § 12.5 
Farm equipment ---_---- 3417.0 Steel (recommendations) - $2.5 
Electrical equipment__-_-- 15. 5 72.5 





1 Excludes 3-cent cost-of-living increase in December 1950, and 4-cent productivity increases due in June 
1952 and June 1953. 

2 Plus 4 cents in June 1952 and 4 cents in June 1953. 

3 Excludes 4-cent annual improvement factors due in August 1952 and August 1953. 

4 Plus 4 cents in August 1952 and 4 cents in August 1953. 

5 Effective Jan. 1, 1952. 

6 Effective July 1, 1952. 

7 Effective Jan. 1, 1953. 


These comparisons make it apparent that the Board’s wage recommendations 
in the steel case do not establish a pattern for other industries to follow and will 
not initiate a new “‘round”’ of wage boosts. 


Steel and auto wage increases, January 1950 to July 1953 


Cents Cents 

Steel: 1950 to present - - ~~ --- 16. 0} Automobiles_-.-...........-- 27-28. 0 

Board recommendations: Annual improvement factor 
Effective Jan. 1, 1952___- 12. 5 increases June 1, 1952_____ 4.0 
Effective July 1, 1952____ 2. 5| Effective June 1, 1953__.--_-- 4.0 
Effective Jan. 1, 1953___- 2. 5 es 
—_—_—_— DOU 3 coe 35-36. 0 

jh > NE ena ame? “FeerEe 33. 5 





(NotEe.—This table assumes no further rise in the cost of living above the level of Jan. 15, 1952. Further- 
more, evenif the single month drop in the cost of living between Jan. 15 and Feb. 15, 1952 results in a 2-cent 
decrease in the cost-of-living allowance for automobile workers, the automobile total will still equal or exceed 
steel in June 1953. The Consumers’ Price Index of Mar. 15 shows arise over the February index.) 


The CuarrMan. Thank you, Mr. Feinsinger. 

This concludes the testimony this morning and we will recess now 
to meet at 2:30, when the committee members will have an oppor- 
tunity to interrogate the witnesses, 

(Whereupon, at 12:40 p. m., the committee was recessed, to recon- 
vene at 2:30 p. m., the same day.) 
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AFTERNOON SESSION 


(Whereupon, the committee reconvened at 2:30 p. m., pursuant to 
its recess.) 

Present: Messrs. Spence (presiding), Brown, Patman, Rains, Mul- 
ter, Deane, Addonizio, Dollinger, Bolling, Burton, Fugate, Barrett, 
Wolcott, Gamble, Talle, Kilburn, Cole, Hull, Scott, Nicholson, Me- 
Donough, Widnall, Buffett, and Betts. 

The CuarrMan. The committee will be in order. 

Mr. Wotcorr. Mr. Chairman, I don’t know who this should be 
directed to, probably Mr. Arnall. 

The CHAIRMAN. Well, I suppose they can determine whether it is in 
the jurisdiction of any particular one of them. Of course, the scope 
is pretty broad, perhaps we had better have them decide within whose 
jurisdiction a certain question comes. 

Mr. Wo corr. Did the steel industry ever indicate that they would 
make an application for increase in prices under the Capehart amend- 
ment until the Wage Stabilization Board made their recommenda- 
tions? 

Mr. Purnam. I didn’t hear the beginning of that question, sir. 

Mr. Wotcorr. Did the steel industry mdicate that it was ever 
going to make an application under the Capehart amendment for an 
increase in steel prices until the Wage Stabilization Board made their 
recommendations? 

Mr. Putnam. Oh, yes, they came and talked to me as early as 
December, in regard to getting the Capehart regulation through. 
Governor Arnall can go on from there, although it was before his time. 

Mr. Arnau. Actually I am informed that the steel industry came 
to our people as far back as last December, and signified that they 
wanted the Office of Price Stabilization to provide a regulation which 
would authorize them to apply for price increase under the Capehart 
amendment. 

And it may interest the committee to know, Mr. Wolcott, that for 
months our technicians worked with the technicians of the steel people 
in trying to work out a fair and equitable Capehart adjustment for 
them. 

They did not actually apply, but they notified us that they wanted 
us to get a regulation ready for them that would enable them to apply. 

Mr. Purnam. They came first to me to find out how that was to be 
done and I sent them to Mr. DiSalle to work out the details. Mr. 
Arnall’s people continued to work with the steel people on that. 

Mr. Woxtcorr. Well, the industry had not filed an application under 
the Capehart amendment? 

Mr. Arnau. No, sir; they had not, and they could not until we 
perfected the regulation, because, in the case of steel, it is a very 
involved operation. There are many types of steel and many different 
components of cost, and many pricing patterns that they use, and 
therefore they had not applied because we did not have a regulation 
ready for them to use. They asked us to get the regulation ready. 

The answer to the Congressman’s question specifically is they have 
not yet applied for a price increase. 

Mr. Wotcorr. The reason I propounded the question was because 
they have notified me—I don’t know why they would pick me out to 
tell this to—but they told me they never intended to make application 
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under the Capehart amendment unless they were forced to do so by 
the recommendations of the Wage Stabilization Board, and then only 
if the recommendations of the Board were followed by OPS. 

Mr. ArNALL. Well, Congressman, let me say, number one, that it is 
very difficult to keep the public from getting confused about the Cape- 
hart amendment. 

Now you and I know that actually the Capehart amendment pro- 
vides for an adjustment in price to correspond to the increase in cost 
from pre-Korea up until July 26, 1951, and had nothing to do with, 
and today has absolutely nothing to do with, the wage dispute. 

They are entitled to Capehart price increases irrespective of the 
wage dispute. That is entirely different and apart from it. 

Now, I do add this—that from a practical standpoint, it is true that 
there has been some discussion about Capehart in connection with the 
wage dispute, but really, whether they ever give a penny’s wage 
increase or not, they are entitled, as a matter of law, to the Capehart 
price increase. 

Mr. Wotcorr. May I ask Mr. Putnam, when the hearing was held 
before the Senate Banking and Currency Committee on your confirma- 
tion? 

Mr. Purnam. On my confirmation? 

Mr. Wotcort. Yes. 

, Mr. Purnam. That was held in December. I don’t remember the 
date. ; 

Mr. Woucorr. That is close enough. 

Mr. Purnam. No, excuse me, it was not December. Congress 
wasn’t in session then. I came down here in December. It was 
held around the middle or end of January, somewhere along in there. 

Mr. Wotcorr. Well, I have had an opportunity to read that 
testimony. 

Mr. Purnam. Probably more recently than I have, [ am afraid. 

Mr. Wo corr. There was an implication in the testimony, as I 
got it, that although these costs of production increases in the steel 
industry would not qualify under the Capehart amendment because 
they had not occurred prior to July 26,1951, there was at that time a 
great deal of discussion about whether the steel industry would be 
forced to make application under the Capehart amendment if these 
costs of production increases were granted. 

Mr. Purnam. Senator Capehart asked me a great many questions 
on that, yes. 

Mr. Wo corr. The implication was quite vivid that steel would 
not, up to that time, or was not considering, at any rate, making 
application for relief under the Capehart amendment unless and until 
costs of production resulting from the negotiations with labor would 
make it necessary for them to do so. 

Mr. Putnam. That might be. I mean, certainly no one in the 
Stabilization Agency—either me or Governor Arnall—this doesn’t 
come under Mr. Feinsinger—goes around begging anyone to ask for a 
price increase. That is not our job. 

Mr. Wotcort. Now let’s make it clear. Let’s understand this 
clearly. The increases in the price of steel, that you have granted, 
or will grant, have not been in consequence, or because of, the Cape- 
hart amendment? 
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Mr. Purnam. Excuse me for disagreeing, but they have been—— 
Mr. Wotcorr. Yes, but they wouldn’t have been asked for, were 
it not for the recommendations of the Wage Stabilization Board. 

Mr. Putnam. I don’t know about that. They are entitled to them 
as a matter of law. 

Mr. Wo tcort. I think you have a right to assume, because of the 
questioning at the time you were confirmed, and the statements that 
you made at that time, that they were not going to be used, because 
if you will recall, there was a lot of discussion in that committee at 
that time about pulling the rug out from under you by repealing the 
Capehart amendment. So that there won’t be any question at all 
but what the Capehart amendment could not be blamed for the in- 
crease in steel prices as an incident or result of the Wage Stabilization 
Board recommendation being accepted. 

Mr. Purnam. Congressman, my recollection on that testimony is 
not as good as yours because you have read the testimony recently. 
I know that Senator Capehart was very anxious to be sure that we 
didn’t use his amendment to offset some wage increase, but the amend- 
ment is a matter of law, and the steel industry is entitled to take 
advantage of it any time they want it. They asked me back in 
December how it could be made available. Work has been going 
ahead and that for some time. Now I have asked Governor Arnall 
just recently to go ahead and get out his regulation on Capehart 
adjustments for steel because I felt that with the Government in 
control of the steel industry at this moment, and since the companies 
were entitled to something as a matter of law, they should be given 
the opportunity to get any price increase they were entitled tc. 

Mr. Wotcorr. Do you recall that the statements were made at 
those hearings, at which you were confirmed, to the effect that steel 
would not make an application under the Capehart amendment unless 
their costs of production were increased disproportionately as a result 
of the Wage Stabilization Board recommendations? 

Mr. Putnam. I don’t—— 

Mr. Wo corr. I remember that very vividly. I don’t know why 
you can’t remember that. That is what I am trying to get at. 

Mr. Putnam. Well, I haven’t seen the testimony recently, but I 
do not recall making a statement of that kind. 

Mr. Wo corr. I remember it very clearly. So it is very clear— 
and if I haven’t got it clear in mind, I want to get it clear in my 
mind, because I don’t want to make a misstatement. 

Mr. Purnam. Congressman, I couldn’t have said at my confirma- 
tion hearing what the steel companies would do because I am not 
in any way connected with the management of any of the steel com- 
panies. They had told me they wanted to be prepared, and asked us 
to get this Capehart regulation ready. 

1 couldn’t have said how and when they would use it because I 
couldn’t have known how and when they would use it. I haven’t 
got the testimony in front of me and I haven’t read it since the tran- 
script came out the day after the hearing. So I am subject to cor- 
rection as to what was in it. 

(The following letter was later submitted by Mr. Putnam:) 
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Economic STaBILizATION AGENCY, 
Washington, D. C., May 9, 1952. 
Hon. Brent SPENCE, 
Chairman, House Committee on Banking and Currency, 
Room 1301 New House Office Building, . 
Washington 25, D. C. 

Dear Mr. Spence: In the course of my testimony before your committee on 
April 29, Congressman Wolcott asked whether I recalled testifying before the 
Senate Committee on Banking and Currency last January that the steel companies 
did not intend to take advantage of their rights under the Capehart amendment 
unless their wage rates were increased. 

I replied that to the best of my recollection, I had made no such statement, 
and that I could not conceive of having made any such statement because I was 
not in a position to know under what circumstances the steel companies would or 
would not take advantage of their rights under the Capehart amendment. 

Since my appearance before you on April 29,-I have reread the transcript of 
the Senate committee hearing of January 30, prior to my confirmation, and I find 
no such statement such as Congressman Wolcott recalled my having made. The 
nearest thing to it which I could find in my testimony before the Senate com- 
mittee was in connection with my explanation of the voluntary agreement entered 
into by the steel industry and the Economic Stabilization Agency prior to the 
imposition of the general price freeze. 

Under that voluntary agreement, the steel industry committed itself not to 
raise prices during the life of that agreement. I explained to the Senate committee 
that early in December, the steel companies came to me to find out how they 
could qualify for a Capehart-amendment increase, and that I sent them to the 
Office of Price Stabilization to work out the details. 

It was the gist of my testimony on this point that since the steel companies 
had observed the voluntary agreement for the l-year period in which it was 
originally intended to apply, and since changes in the law since then might now 
provide them with the right to a price increase, they should be free to take ad- 
vantage of whatever rights they had under the revised law. 

It is my impression that Congressman Wolcott in his questions on this point 
may have been referring not to statements made by me in the Senate hearing 
but rather to remarks made by some of the Senators on the committee. Senator 
Capehart repeatedly questioned me as to whether we had entered into any “deal” 
with the steel companies to use Capehart adjustments as an offset to any wage 
inerease. I assured him that no such arrangement had been entered into. My 
answer was the same as that given before your committee on April 29—that is, 
that regardless of their motivations for wanting a price increase to which they 
were entitled under the law, the steel companies had to be granted it whenever 
they asked for it. 

Sincerely yours, aha 
Roger L. Purnam, Administrator. 

Mr. Wotcorr. Do you think that $19 a ton—on the average, I 
think that is it—$19 a ton profit on a ton of steel is unreasonable and 
excessive? 

Mr. Purnam. Judging it by the standards that Congress put in the 
excess profits tax, it certainly forces them to pay a very large excess 
profits tax. Now that is the standard that Congress has used. 

Mr. Wotcort. That is the standard that Congress uses in respect 
to excess profits. 

Mr. Putnam. Yes. 

Mr. Wo corr. Do you apply the formula the same in determining 
whether an increase is unreasonable or excessive? If it doesn’t come 
up above the standards which Congress has set for excess profits, 
then it is not reasonable. 

Mr. Purnam. You are referring to our industry earnings standard, 
I believe. I think I would like to have Governor Arnall answer 
directly on how he applies it. 

Mr. Woucorr. We have a discussion as to whether you do use the 
formula we set up for excess profits as your formula as to whether 
profits are unreasonable or excessive. 
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Mr. ArNALL. Is this addressed to me? 

Mr. Wo corr. Yes. 

Mr. ARNALL. First of all, Congressman Wolcott, and gentlemen of 
the committee, let me completely disabuse your minds about one 
thing that has been intimated. 

I have assured Senator Capehart repeatedly, in many statements 
before the Banking Committee of the Senate, publicly, many times, 
that I as Price Stabilizer, am not going to allow the Capehart amend- 
ment to be used in any way except the way Congress said it should 
be used, and that was to take into consideration only those cost in- 
creases that occurred up until July 26, 1951. 

What happened after that date has no more to do with Capehart 
than the man in the moon. 

Now, Congressman, it is true that maybe other developments could 
influence the steel companies as to whether they wanted their Capehart 
adjustment, but insofar as the wage dispute having anything to do 
with Capehart, it is separate, distinct, and apart from it. 

I want to say that in all good faith, because if it were otherwise, I 
would be violating the Capehart amendment if I allowed it. Now, 
the second proposition is this—— 

Mr. Woxcorr. You wouldn’t be violating the law if you allowed it. 
You would be violating the law if you allowed it as an incidental 
increase, due to the Capehart amendment. But you have the general 
power under the law to raise these prices as much as you want to, 
notwithstanding the provisions of the Capehart amendment. 

Mr. ArNALL. There are two provisions of the law: One is the Cape- 
hart amendment, that takes into consideration, insofar as price in- 
creases are concerned, only those increased costs from Korea up until 
July 26, 1951. 

Mr. Woxtcorr. You have no discretion about that. 

Mr. Arnau. That is set. And cut off by the Congress. 

Now, the second provision that you gave me was one that said 
our price ceilings should be ‘‘generally fair and equitable.” Under 
that mandate of Congress, we have standards that we use in judging 
whether prices are fair and equitable. 

Mr. Wo.corr. Now we get back to this question of excess profits. 

Mr. Arnau. Now, then, under that standard—and it is a uniform 
standard that applies to every industry in America without dis- 
crimination—we provide that any industry can take the three best 
vears of the 4-year base period, 1946 through 1949, and if its earnings 
fall below 85 percent of those three best years, it is entitled to a price 
increase. 

Mr. Woxcorr. What are those years, again? 

Mr. ARNALL. 1946 to 1949. 

Mr. Wotcorr. Now then, in the—— 

Mr. Arnau. I hope that if I am not able to impress this committee 
with anything else, I can get across this one point: I believe it sincerely, 
I believe it so very sincerely that I would like for you to share this 
belief with me—if any man on this committee was sitting in my 
chair, over there in OPS—and I hope that won’t fall to your ill for- 
tune or good fortune,.as the case may be—and you wanted to give 
the steel people a price increase, because you felt that they were en- 
titled to the increase and needed it, or for some other reason you 
wanted to.do it because they are nice people, you could not do it 
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without violating every rule. Incidentally I want to say to the 
committee I am a steel stockholder myself. I am not a big one, but 
I am a stockholder. As a matter of fact, I have savings invested in 
most of these companies that are the subject of this dispute. 

Mr. Wotcorr. You are not up here for confirmation or we probably 
would ask you how much steel stock you own. 

Mr. Arnau. Thank you, sir. Not enough, I am sure, to preju- 
dice my opinion. But in any event, if we wanted to give the steel 
people a price increase and you told me to do it and I said “I will be 
delighted to do it,” I could not write a regulation that would give 
them a price increase, without violating every rule of OPS for setting 
ceiling prices. 

I would just have to say that we are going to give the steel people 
a price increase because they are the steel people. 

Now, if we did that, what would I say to the aluminum people? 
What would I say to the agriculture people? 

Now, back to your first inquiry, Congressman Wolcott—— 

Mr. Wo corr. Excess profits. 

Mr. Arnau. Yes. This standard that we have, we think, is a 
good standard. It is the identical standard that OPA had. It has 
been passed on by the courts a number of times. In effect it simply 
means this: That if you drop out of the excess profits tax bracket, it 
is time to give you a price increase, and we will do it. 

Now, in the case of steel, the profits per ton of steel are not $19, or 
$19.50, but the profits, before taxes, are $20.26 per ton, for steel, 
based on 1951 reports. 

Mr. Wo.corr. Mr. Arnall, I might suggest that you and the 
President had better get together on that. 

Mr. Arnau. Well, you see, his figures were too low. 

Mr. Woxcorr. Oh, I see. Who gave him his figures? 

Mr. ArNALL. I did. 

Mr. Wotcorr. Didn’t he allow you to adjust the figures? 

Mr. ArNALL. I will tell you how it came about. He asked for those 
figures and we gave him the best estimate we could make, because we 
wanted to supply him with the information. But after that, we got 
the steel companies’ reports as published by the American Iron and 
Steel Institute, and the figures we use are from the steel companies. 
There is no disagreement about the figures, I want to tell you that. 
Now— ae 

Mr. Wotcorr. Just a minute. You say that the average profit per 
ton of steel is $21? 

Mr. Arnauu. No, $20.26 for 1951. 

Mr. Wotcorr. All right. 

Mr. Arnau. Yes, sir. Now, during their base period, that is, from 
1947 through 1949, the three best years between 1946 through 1949, in 
these best years, it was $11.22 a ton. 

Mr. Putnam. Both are before taxes. 

Mr. Arnau. Before taxes. On the one hand, you have $20.26, 
and on the other, $11.22. 

Mr. Wotcort. Is the $20.26 profit per ton, in your opinion, an 
excessive profit? 

Mr. Arnau. We have no opinion on that subject. Let me say 
this—— 
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Mr. Wo.xcort. Wait a minute. Wait a minute. Let me put it 
this way, then: Do you think that $23.26 a ton is excessive? 

Mr. ARNALL. I have no opinion on that. 

Mr. Woucort. Well, you have got to find that it is not excessive, 
otherwise you don’t have to give them any relief under the Capehart 
amendment, because the Capehart amendment is very definite. If 
relief is asked for under that amendment, one of the things which 
Congress says you must find, in order to add these costs to it, is that 
they are not unreasonable and excessive. You don’t have to give 
them the $3 if you say that $23 is excessive and unreasonable. 

Mr. Arnauu. If they were making $50 a ton profit on steel and 


_ they came in under the Capehart amendment, and showed that 
3 their costs had increased, we would have to give them a price increase. 
dq Mr. Wotcorr. No, you wouldn’t. That is my point. 

4 Mr. ARNALL. Yes; we would. 

4 Mr. Wo corr. Let me read you the law, and I might say that Mr. 
_ Spence and I anyway have a very distinct recollection that this was 
_ put in there about 5 o’clock in the morning. That is how I happen 
_ to remember it so vividly. 

a Mr. Tau. I remember it, too. 

: Mr. Wotcorr. Dr. Talle remembers it. 

# For the purposes of this paragraph the term “costs” includes material, indirect 
x and direct labor, factory, selling, advertising, office, and all other production 
_ distribution, transportation and administration costs, except such as the President 
2 may determine to be unreasonable and excessive. 

Z Mr. Arnati. Now, may it please the Congressman, I insist that 
that refers to cost, not price. 


Mr. Wotcorr. Well, you increase the price to abosrb the costs. 

Mr. Arnau. But we have to under Capehart. 

Mr. Wotcorrt. I don’t follow you. 

Mr. Purnam. Congressman, may I, as the one who promulgates 
some of these——— 

Mr. Wotcorr. You don’t increase prices unless costs increase, do 
you? 

Mr. Purnam. If costs increased between Korea and last July 26——— 

Mr. Wotcorr. I know, but, if the costs are reasonable, then you 
have to pass them on. 

Mr. Purnam. Under the Capehart amendment; that is right. 

Mr. Woucorr. And, if the costs are not reasonable, and if they are 
excessive, then you don’t have to pass them on. 

Mr. Purnam. Yes; but no one has said those costs are excessive. 
If the costs involved are not found to be excessive or unreasonable, 
the pass-through of those added costs is automatic. We have to 
allow it under this amendment. 

Mr. Arnauy. The Congressman is eminently correct in that state- 
ment, in my judgment. If they claim excessive costs, we do not have 
to allow them. But, if the costs are not excessive, we must allow 
them, regardless of the size of their profits. 

Mr. Purnam. May I say this on the over-all standard that we have 
been talking about—the earnings standard—which I, or rather my 
predecessor, promulgated and that Governor Arnall has to work with, 
our concern is not with how much profit anybody makes. The more 
the better, if they are able to do it. Our concern in this standard is, 
if their profits fall too low because of price ceiling, on the one hand, and 
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higher costs, on the other. When that happens, then we see that they 
get a price increase. Our concern is not over how much they are 
making but rather to see to it that when an industry’s average profits 
gets too low we give them a price increase. As long as an industry does 
not come in and plead poverty and ask for a price increase, we don’t 
care how high its profits are. 

Mr. Wotcorr. Well, then, the point—— 

Mr. Purnam. That is the point. 

Mr. Wotcorr. The point of the President’s statement that a $19 
ise was sufficient so that they could absorb all of these costs, the 

resident and you, if you advised him, apparently took into considera- 
tion profits to determine whether prices were equitable and fair. He 
was arguing on television that a $19 profit was sufficient so that they 
could absorb this package. 

Mr. Arnau. I don’t think there is any question about that. That 
is right. 

Mr. Woxcorr. I don’t see the consistency of this reasoning. Now, 
do you take into consideration profits to determine whether the price 
is fair or equitable? 

Mr. Arnau. We do take into consideration earnings to determine 
whether the price is fair or equitable; yes, sir. 

Mr. Wo.corr. Industry-wide? 

Mr. ARNALL. Yes, sir. 

Mr. Putnam. I think it should be pointed out in this connection 
that the base period for steel consists of the three most profitable 
years they have ever had since 1918 until the defense effort began. 
It is not a depressed base-period standard we are using, but it takes 
as a base the highest profit the steel industry as a whole has made 
in any vear since 1918 up until the defense effort in 1950. 

Mr. Woucorr. I don’t own any steel stock, and I haven’t any 
friends that I know of in the steel industry. I hope I don’t have any 
enemies, but I am in a sort of a neutral position. So I am not arguing 
for steel. TI am not arguing for labor, for or against labor. I think 
that it is this committee’s duty to try to get your reasoning with 
respect to these basic problems. That is what I am trying to unfold. 

For example, it seems to me to be quite material and important that the profits 
of the steel industry are continuing at extraordinarily high levels, that their profits 
amount to a good many times as much as any increased cost they would incur 
under the recommendations of the WSB. 

So he seemed to find there that profits were sufficient to absorb 
these increased costs. I assume we will have steel here before us, and 
I am sort of laying a foundation to get this whole story and the 
thinking on both sides. Apparentiy this committee and the Congress 
will have to harmonize this problem. 

Mr. Rains. Mr. Wolcott, in the Capehart amendment the burden 
of proof as to whether the cost is fair and equitable is on the President, 
isn’t it? 

Mr. Wotcorr. It says the President may determine whether they 
are unreasonable and excessive; yes. 

Mr. Purnam. Under Capehart, it is unreasonable costs that we 
don’t have to allow. Reasonable or unreasonable profits have nothing 
to do with it. 

Mr. Wotcort. Of course, if the costs are unreasonably excessive, 
then there is no increase in prices, to get back to it. 
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Mr. Putnam. That is right. We can prevent the pass-through of 
an unreasonable cost, but, in the absence of a finding that a particular 
cost increase is unreasonable, we have to permit the f ull pass-through of 
all cost increases up to last July 26 into higher prices, even if costs 
have come down since then. 

Mr. ArNALL. Now, Congressman Wolcott, if the committee should 
be interested in a chart showing the earnings of the steel companies 
and the cost of the wage increase and that ty pe of thing, we are pre- 
pared to show it to the committee. However, we await your pleasure. 
I don’t wish to get into it unless you want to see those things. 

Mr. Wotcort. Charts always confuse me. 

Mr. Nicnoutson. Mr. Chairman, I think it would be a very good 
thing to do, to find out how much it costs and how much they ‘spend, 
I don’t know how you are going to act on it unless you do it that way. 

Mr. Wotcorr. Let me finish this one subject, please. 

Now, in the stabilization of wages, I think you made the statement 
earlier, and it is true and should be done, in the stabilization of wages, 
you take into consideration increases in livi ing costs, which are pe rhaps 
a reflection of the depreciation of the value of the dollar which w e call 
inflation. That is correct, isn’t it? 

Mr. Purnam. That is correct. The broad program of wage 
stabilization policies is formulated by the Wage Stabilization Board 
with my approval, and then the Board administers them just as 

yovernor Arnall administers the price program. Increases in living 
costs are taken into account in the wage program. 

Mr. Wo.tcorr. How much consideration do you give to the de- 
preciation there in the value of the dollar which we call inflation as 
it is reflected in the increase in cost of production, in the adjustment 
of prices? 

Mr. Purnam. I will refer that to Governor Arnall. 

Mr. Arnatu. We don’t consider in any wise the depreciation 
of the dollar. We take the dollar figure earnings for the base years 
and the dollar figure earnings for now adjusted to increased capital 
outlay, whatever that increase may be. 

Mr. Wotcorr. That is what lam getting at. The average 1946-49, 
with the dollar in 1939-40 as a hundred, was something over 60 cents. 
Before Korea it had gotten down to 59 cents. 

So, in determining the profits of industry or farmers or whatever 
it might happen to be, as to whether they have a just and equitable 
and fair price, do you take into consideration the fact that, from that 
base period in 1949 to the present time, the dollar has taken a drop 
in value of over 6 percent? 

Mr. ArRNALL. No, sir, we do not do that for the same reason, if I 
may say so, that the Congress in its tax laws does not take into 
consideration the depreciation of the dollar. We don’t take into 
consideration that depreciation of the dollar. 

Mr. Wotcorr. Well, wait a minute. Congress, pardon me, did 
take into consideration the depreciation in value of the dollar in 
setting the tax rates, on the strength of the fact that the people would 
have that muc h more money as an incident of inflation, to meet their 
taxes and still have enough left to live on. 

So if you take into consideration the increase in cost of living, for 
the purpose of stabilizing wages, why don’t you take into consideration 
the depreciation in the “value of the dollar in establishing a fair and 
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equitable price on commodities? It seems to me that there is an 
inconsistency there somewhere that I hope you can reconcile. 

Mr. ArNALL. Congressman, it is taken care of, insofar as increases 
in costs are the result of a depreciation of the dollar. Moreover, the 
standard we use, our industry earnings standard, is similar to the 
Congress’ excess-profits tax standard. 

But there is one thing I would like to say in that connection: We 
have applied the standard to every American industry alike. There 
are no discriminations. The standard is applied to everyone alike, 
irrespective of the industry involved. 

Mr. Wotcorr. Do you take credit for this leveling off on this present 
plateau? Do you think that the result of direct price controls was this 
levelling off, this plateau we have been enjoying? 

Mr. Arnaut. I[ think direct price controls made a most worth-while 
contribution to the results that have been achieved. It would not be 
fair for me to state, nor do I state, that price controls are due the en- 
tire credit. Indirect controls had much to do with it. There is no 
question about that. We need direct and indirect controls, and I 
cannot urge too strongly upon the committee the need of strengthen- 
ing indirect controls, as well as direct controls. 

Mr. Purnam. I want to add to that, if I may, from the over-all 
picture. I regard an inflationary economy as a balloon into which we 
are pumping air. It is no good to try to control the pressure on only 
one side of the balloon if everyone is free to keep on pumping it in 
some other spot. No matter how hard you hold one side, the rest of 
the balloon would keep expanding. 

Mr. Wotcorr. May we agree that the credit is the air? 

Mr. Purnam. The air is the extra defense spending that we are 
pumping into this balloon, and we must hold it on all sides, Congress- 
man. 

Mr. Wotcorr. The air is the credit and, speaking generally, the 
money incident to the defense effort? 

Mr. Purnam. The air in the balloon is the extra money we are 
spending for defense. 

Mr. Woucorr. Why should that air not be cut off at the source? 

Mr. Putnam. Well, the amount that is cut off at the source does 
not go into the balloon. 

Mr. Wotcorr. That is right. 

Mr. Purnam. I mentioned that in my statement this morning. I 
said I didn’t find that the people who came down here talking so very 
earnestly to you gentlemen about relying on indirect controls going to 
other committees and asking for increased taxation or other things 
that cut this inflation pressure off at the source. So I am not sure 
whether they really want the indirect controls either. 

Mr. Wotcorr. I was looking for that statement in Mr. Arnall’s 
statement, but it was in yours. 

Mr. Purnam. It is in mine, yes. 

Mr. Wotcorrt. You don’t believe indirect controls have any bear- 
ing on the stabilization of our economy? 

‘Mr. Arnatu. I think they do. 

Mr. Mutrer. Just a moment, may I make a statement at this 
point? I offered an amendment to this bill last year for indirect con- 
trols and you boys voted against it. 
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Mr. Woutcorr. Your indirect controls weren’t the kind of indirect 
controls that we think of as indirect controls. 

Let’s again, for the record, state that our understanding of indirect 
controls is that—the reserve requirements, the rediscount rates, the 
open-market operations, as distinguished from your phony consumer 
credit controls. 

Well, the reason why they did not adopt your amendment to raise 
the reserve requirements was because there was a very definite dis- 
agreement among members of the Federal Reserve Board in respect 
to the amount of authority that they wanted, and you can ask the 
members 

Mr. Mutrer. They could raise them if they wanted to. 

Mr. Woucorr. They don’t want that authority. If you ask them 
today how much power they want, they cannot agree among them- 
selves, and that is why this Congress has never given them authority 
to raise the Reserve requirements, and when the Federal Reserve 
Board agrees on what authority they want I don’t think they will have 
any trouble in getting it. 

Those are the indirect controls. I don’t include consumer credit 
controls, as an indirect control. I thought that is what you were 
referring to, Congressman Multer. 

Now on page 4 of your testimony, Mr. Putnam, you say: 

In the former category are those groups which are against controls on general 
priaciples, in season or out of season, regardless of how much of a drain defense 
is making on the civilian economy and regardless of the danger of inflation, 
After they tell you that, they go down the corridor to other committees of the 
Congress, and oppose any increase in corporation or individual income taxes. 

That is the first time that we have ever been confronted with this 
problem, that taxes is a part of the indirect controls. 

In your category, do you include taxes as a part of these indirect 
controls which I mentioned as exercised by the Federal Reserve 
Board? 

Mr. Putnam. I thought you spoke of cutting the air off before it 
gets into the balloon. Taxes may not exactly cut off the pressure 
before it gets into the balloon I spoke of, but it is an extra valve to 
let it out again. It is purchasing power which is drained off so that 
it is not pressing on the supply of goods. 

Mr. Woxcorr. Would you say that a balanced budget would 
stabilize our economy? 

Mr. Purnam. I have always felt that a balanced budget is stabiliz- 
ing. 

Mr. Wotcorr. Then what happened last year. We had a balanced 
budget last year. We balanced the budget last year and the dollar 
dropped 5 percent in value with a balanced budget. That is not 
the only answer. There is not any one thing which is the only 
anwer, 1s there? 

Mr. Purnam. You are right that there is no one thing. I think 
the best example of that is what you were saying earlier. The big- 
gest burst of inflation we had occurred during the 8 months after 
Korea when all the indirect controls were hard at work, but we didn’t 
have the direct controls over prices and wages and we had a boosit—— 

Mr. Wotcort. Indirect controls were hard at work. 

Mr. Purnam. We had more than a balanced budget. 

Mr. Wotcorr. When was that? ; 











100 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Mr. Putnam. From Korea until last January. For the first § 
months after Korea, before we put on the direct controls, we had the 
biggest boost in inflation yet we had good strong indirect controls. 
But, as I said, we did not have the direct controls. The minute the 
direct controls went on, as well as the indirect controls, we began to 
level that thing off. I think all of the controls—direct and indirect 
deserve credit. Most of all, I think credit should go to the people of 
the United States for the way they have reacted. With the help and 
the guidance of Congress, we have restored the faith of the people in 
the dollar, and since they have now got faith in the dollar they are 
saving at a very high rate. That is the most important stabilization 
assistance we could have. 

Mr. Wotcorr. You will rec ‘ognize, of course, that the bond issues 
of the Federal Government, 2% ‘ bonds, which would not be monetized, 
had some psychological effect upon what the people thought, anyway, 
would be the policy of Government in respect to the firming of credit, 
and you will admit that the increase in the rediscount rates from an 
all-time low of 1 percent, with 3 jumps to 1% percent had some bearing 
on it, 

You will admit that when the Open Market Committee stopped 
supporting the Government bond market above par that that had 
some effect upon the stabilization of the economy. 

Would you say that that supplemented direct price controls, or 
that direct price controls supplemented those things? 

Mr. Purnam. They all are important to stabilizing the economy. 
All those things. But I think if you will look at the facts, prices 
stopped rising only when direct controls actually were put on. Many 
of these other things had been put on earlier, yet prices kept rising, I 
think they all go as part of a package. I think we still need authority 
for both the direct and indirect controls. 

Mr. Wotcorr. Would you say that the accumulation of stock of 
basic materials might have dissipated the fears which the people might 
have had otherwise, that there might be a shortage of consumer goods, 
and that that perhaps reduced the demand for consumer goods? 

Mr. Purnam. That did not happen until after price and wage 
controls were put on. I think all of these things have a bearing on it. 

Mr. Woxcorr. It is apparent now, isn’t it? 

Mr. Purnam. It is apparent now and savings are larger than they 
have ever been. But the whole thing could start all over again if we 
had a little wave of fear and we did not have the direct controls to 
reassure people that the line would be held against runaway prices. 

Mr. ARNALL. Congressman, may I interpose this: I showed the 
committee some charts this morning. If you recall those charts, you 
will recall how the commodities were going up, and how they s stopped 
and started down when we put in the ge eneral price freeze, through 
direct controls. 

[ want to assure the distinguished Congressman from Michigan, 
Mr. Wolcott, that I believe in indirect controls. I believe in them 
sincerely. I believe Mr. Putnam does. There is no question about 
that. 

But I do want to register with the committee my own personal view, 
a very vigorous one, that indirect controls are not enough, at this 
time, when we are spending so much money for our national defense, 
That spending can dislocate the economy very quickly. 
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Mr. Wotcorr. How does it dislocate the economy? How does 
deficit financing and spending of large sums of money by the Govern- 
ment. affect the economy? 

Mr. ARNALL. Well, let’s take steel for example. The Government 
today is buying 20 percent of the steel manufactured. 

Mr. Wo corr. Let’s answer generally. Why do tremendously 
large expenditures by the Federal Government for any purpose cause 
depreciation in the value of our currency, which is reflected in higher 
prices? 

Mr. Purnam. It doesn’t have to destroy the value of our currency 
if we are prepared to take the steps necessary to see to it that prices 
don’t rise. 

But if there is more money pumped into the economy to buy goods 
than there are goods to buy, then prices normally rise and people get 
scared and they rush in to buy more than they need in fear of higher 
prices, and that makes prices rise even faster, as they did after Korea. 
In this present situation, if we can keep this economy in a stable 
balance until our economic productive machinery gets into gear so 
we can produce both the war goods and the consumer goods we need, 
then we won’t need the controls any more. 

Mr. Woucorr. We hear this statement made so frequently, that 
large expenditures on the part of the Federal Government cause 
inflation. 

I am trying to get at the root of that evil. 

Mr. Purnam. Well, it is not so necessarily, but more expenditures 
than the Government takes in cause strong inflationary pressures in a 
fully employed economy. 

Mr. Tain. We can get somewhere if we can get a basic answer to 
that question. I think that goes to the root of it. 

Mr. Purnam. I will answer it, but I don’t think I will answer it to 
satisfy the Congressman, I’m afraid. 

Mr. Tauur. I’m easily satisfied, on this question. All I want is a 
reply that goes to the root of the problem. 

Mr. Purnam. Well, I am not sure that I understand just what the 
question is, yet, because I thought I had answered it once, so maybe I 
did not understand it. 

Is your last question, Do large Government expenditures by them- 
selves cause inflation? 

Mr. Wotcorr. Weil, put it this way. Why does deficit financing 
cause inflation? 

Mr. Purnam. Well, it depends. Government expenditures greater 
than Government receipts can cause inflation by pumping extra 
money into the economy—more money to chase after the same 
amount of goods. 

Mr. Wotcorr. That presupposes that we can siphon off inflation by 
taxation. 

Mr. Purnam. I think you can do a great deal in that direction. 
That keeps the extra pressure from getting into the balloon. 

Mr. Wotcorr. I wish you would think that over before you let that 
answer stand, because there are some things on which we are all 
pretty well in agreement. If you attempted to siphon off all inflation 
by taxation you would soon make it impossible for industry and agri- 
culture to keep pace with an ever-expanding economy and you would 
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freeze your production to a point where you would offset all the good 
that your taxes would otherwise have done? 

Mr. Purnam. You might cause inflation rather than deflation if 
you did that. I am talking about preventing inflation. I hadn’t 
gotten to the other causes of it. 

Mr. Wo tcort. Is that your answer to it, that we have got to tax 
enough to offset the inflation pressure? 

Mr. Putnam. No, I said if you don’t do that—and I don’t think 
you are going to do that—then we must control the inflation with 
other means, including both the otber indirect controls you have 
discussed, and also the direct controls we have been discussing. I 
don’t think Congress is going to take care of the deficit by taxation, 
and, therefore, I think we need these other controls more than ever 
to help maintain the value of our dollar—the purchasing power of 
the housewife’s dollar, the value of life-insurance policies, pensions, 
and all our investments. 

Mr. Wo corr. Is there a shortage of consumer goods? 

Mr. Purnam. I think Governor Arnall told you this morning that 
71 percent of the items entering into the Consumers Price Index 
were within 2 percent of the highest prices they have ever reached. 

Mr. Wotcorr. Will you answer my question? That wasn’t my 
question. I said, Is there a shortage of consumer goods? 

Mr. Putnam. I don’t think so—not now. But I think there could 
become one very quickly if people started to buy as they did after 
Korea. 

Mr. Wo tcorrt. I was leading up to a statement that I make on my 
own responsibility. 

It is my understanding that it was never the intent of the Congress 
of the United States that price controls would ever be used unless 
and until there was such a shortage of consumer goods as to warrant 
or justify rationing. 

Now is there any justification for rationing in any consumer goods 
at the present time? 

Mr. Purnam. Not that I know of; no. I hope there never will be. 

Mr. ArRNALL. Congressman. 

Mr. Wotcorr. Wait just a minute, I want to get further into this 
proposition of why deficit financing causes inflation. 

Mr. Purnam. I think I should move over and let an economist sit 
here. I am just a businessman, Congressman. I am not an econo- 
mist. 

Mr. Wo corr. Listen, we sat here day in and day out arguing with 
the economists. We are so relieved and it is so refreshing to have a 
businessman to talk to. 

Mr. Mutter. Then let’s talk business to him instead of economics. 

Mr. Wo corr. All right. He made the statement that he can 
correct this by the exercise of these controls. 

Mr. Putnam. I think we can control it with controls. 

Mr. Wotcorr. I am not going to be coy about it any further. 
I am going to propound this question now. 

In any of your discussions on the ways and means of controlling 
inflation, or stabilizing our economy, has any serious consideration 
ever been given to remove the effects which large Government expendi- 
tures have on the value of the money by preventing the monetization 
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of a certain amount of bank-held debt, and preventing the monetiza- 
tion of a certain amount of Government-owned gold? 

Mr. Putnam. I think you are getting very deeply into the realm 
of economics. 

Mr. Wotcorr. Well, I think all of it is an economic problem, 
isn’t it? 

Mr. Purnam. I think mostly it is a problem of good business 
common sense. When you get into those subjects, I know I am not an 
expert. 

Mr. Wo tcorr. Well, in the thirties we provided that the banks 
would no longer have to put up commercial paper, behind the Federal 
Reserve notes, which activate our credit, largely, because of a short- 
age of commercial paper, and we deliberately in the Congress approved 
it, we deliberately brought about inflation in the thirties, with the 
things that we did. We reduced the gold reserves behind deposit 
liability, and behind the issuance of Federal Reserve notes. We 
substituted bank-held Government debt for commercial paper. 

And thereby, we wedded the public debt to the value of our currency, 
so it naturally follows that as the debt goes up, under the quantita- 
tive theory, the value of the money goes down and prices go up. 
Now why can’t we reverse the processes by which we created inflation 
and try to stabilize by doing that? 

Mr. Putnam. Perhaps you can. That would require other forms of 
legislation. 

Mr. Woucotr. This committee took the initiative in that terrible 
EKightieth Congress. This House indicated that that was the way it 
thought we should attack this question of inflation, but apparently the 
Administration thought otherwise. 

I wonder how much consideration has been given, on your level, 
who are obligated to stabilize our economy, if any consideration has 
been given to the recommendations this Congress made, back in 1947 
with respect to stabilization? I cannot find where any of you gentle- 
men have ever given any consideration to it at all. 

Mr. Putnam. I can assure you that I have given some. I am not 
up on all these things, but I do talk fairly often with members of the 
Federal Reserve Board and with officials of Treasury on some of these 
problems. I am very glad to see that the Treasury has announced 
today some new savings bonds providing greater attraction to the 
public. That is one of the things I have been trying to get them to 
do in order to get people to do more saving. All those things are 
considered. 

But I want to go back to the record of this year. I think that during 
this past year we have done a very good job of controlling inflation, 
considering the amount of deficit financing and the amount of defense 
spending that has been going on. I think we have done a very good 
job of maintaining stability. 

Mr. Wotcorr. Couldn’t we do a better job if we were realistic in 
our approach to it? Because the charge has been made because we 
continue these things, that it is a matter of Government policy, studied 
Government policy, to maintain inflation, which was created in the 
thirties to lick a depression, continued through World War II to help 
finance the war, and now in the minds of a good many people, is 
being continued for political expediency and for no other reason. 
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Until the President sends down to this Congress a recommendation 
that we reverse the processes by which we brought on inflation, I 
cannot take too seriously these recommendations for direct controls 
as a solution of the problem. 

Mr. Purnam. Let me just say this: You see three Presidential 
appointees here in front of you who are dedicated——— 

Mr. Wo corr. I don’t ask you to agree with me. 

Mr. Purnam. Who are dedicated to preventing inflation. We are 
appointed for that purpose and we are doing our best to do it. You 
don’t see three gentlemen here who are dedicated to creating inflation. 

Mr. Wotcorr. I don’t charge that you are creating inflation. 
But I think you are being used, and your offices are being used, for 
the purpose of maintaining inflation, because, so long as your offices 
are maintained, to exercise direct controls, then of course the people 
are being hoodwinked into the belief that we can control our economy 
that way and no thought is being given to a direct approach to this 
problem. 

Mr. Arnau. But Congressman, there is no question about the 
advantage of the direct approach such as you suggest. 

Mr. Woxtcorr. Then why don’t we go ahead and do it? 

Mr. ArNaALL. Because of this simple statement that I want to make 
to vou. Jam here doing what I believe is the best job I am capable 
of. Sois Mr. Putnam and so is Mr. Feinsinger. All of us are acting 
under and by virtue of an act of this Congress. I did not dream this 
stuff up. Mr. Putnam did not dream it up. Neither did Mr. 
Feinsinger. 

Now, then, if there is any fault—and I don’t think there is any 
fault—but if there is, it is the fault of the Congress, it is not my fault 
or Mr. Putnam’s or Mr. Feinsinger’s. 

Please understand me. We are trying to carry out what is known 
as the Defense Production Act of the Congress. Now if the Congress 
was wrong and should have put in stricter credit controls, or altered 
the currency situation through the Federal Reserve, that is your 
mandate. 

But I have no authority to tell the Federal Reserve Board what 
to do. None at all. 

Mr. Wotcorr. No, but all three of you have to do with the in- 
terpretation of this law. 

Mr. Arnoui. We have interpreted it, Congressman, I believe, 
properly. 

Mr. Woxcorr. All right, I can disagree with you. 

Mr. ARNALL. Surely. 

Mr. Wotcorr. I disagree with all of you, when you say that you 
find in this law, the authority, the jurisdiction of the Wage Stabiliza- 
tion Board on the union shop. I think you have to read something 
in that law that was never intended by the Congress. You just take 
it for granted and point out that there it is. 

Mr. Arnau. I don’t have anything to do with wages. I want 
to make that plain. My business is price, and I have a hard enough 
time with that. 

Mr. Woxcort. I know you do, and we want to relieve you of some 
of that responsibility. 

Mr. ARNALL. Congressman, believe me—— 
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Mr. Wotcorr. Here is an amendment which we might adopt to 
relieve you. What do you do with all these reports that you get from 
industry when their prices are under ceiling? 

Mr. Arnau. We are beginning to suspend in those fields. 

Mr. Wo.tcorr. Wouldn’t you rather have the Congress take re- 
sponsibility for suspending those? 

Mr. Arnauu. No, I would rather vou give me the job and if I don’t 
do it to suit you, get rid of me. Impeach me if you want to. 

Now let me say one other thing. I know the Congress——— 

Mr. Wotcorr. We are not going to impeach you. 

Mr. Arnau. Thank you. But let me say this——- 

Mr. Wo.corr. I don’t think—— 

Mr. ARNALL. I want to say this: Mr. Wolcott, I am here at the 
request of the President—having been confirmed by the Senate, as 
these other men are—at a personal sacrifice. I came to Washington 
because I have a small amount of insurance, I have children to edu- 
cate, a wife to feed and clothe, and I wanted what little I had to be 
worth something. I don’t have much, but what little I have I want 
it to be worth something. 

I was very sincere in coming here for that reason. Now if there is 
no need of me being here, or if we are going to just junk this whole 
thing, I am not going to feel badly about it. I think the Congress 
will make a bad mistake but I will be happy to go home, I assure you. 

Mr. Wo.corr. We don’t want you to go home, I assure you. 

Mr. Arnauu. Thank you. 

Mr. Wo tcort. I| think we are particularly fortunate in having some 
very personable and gentlemanly administrators of OPS, in you and 
in the mayor of Toledo, who preceded you. We want to remove all 
this criticism, and we want to find out whether there isn’t perhaps a 
more direct approach on this problem, and, too, these irritating things 
we have to put up with. 

Mr. Mutrer. If you want to help these men, why don’t we pass 
the extension of this act and get on to something else. 

Mr. Wotcorr. We probably will, but we want to know what we 
are doing when we do it, that is all, and how necessary it is, and how 
we can shorten it up a little bit, to make it much easier for the Admin- 
istrator to function. 

If you felt that the job could be done with less expense, in another 
way—and I am not taking into consideration expense now—but if 
there was another way of doing this, which would be more efficient, 
more direct, and which would be more in keeping with the traditional 
American way of life, if you can be convinced of that—I am not too 
hopeful, but assuming you could be convinced of that—-you would 
not argue in favor of maintaining your office, would you? 

Mr. ARNALL. NO, sir. 

Mr. Wo corr. I think I have taken up too much time, Mr. Chair- 
man, that is all. 

The CHarrMaAN. Mr. Brown. 

Mr. Brown. Mr. Putnam, a good many people think that this 
balloon you have been talking about is going to be punctured and we 
are going to have deflation. Have you given any study to that? 

Mr. Purnam. Yes, sir. I think that is one of the things we are all 
keeping our eye on. 
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However, I think the danger of deflation—as long as we keep on 
increasing our defense spending—is more hypothetical than real. 

But we certainly watch it. The really serious industry problem— 
and it is serious all over the world—is one that is concentrated very 
largely in your own State. I wish more of it were in my State right 
now, instead of yours. That is the textile industry. 

Textile’s problem seems to be world-wide. It is having a depression 
in England, in France, in Japan, and in this country as well. There 
is no question about that. That is one of the industries that Governor 
Arnall said this morning OPS is studying with the idea of suspending 
controls in it if possible. 

Mr. Brown. That means we must be very careful in what we do 
here. 

Mr. Putnam. I think that is so. Of course the industries that are 
going along very well don’t say anything—they stay home and work. 
The ones that are not doing well are the ones that come down here 
and complain. 

As Governor Arnall showed in his charts this morning, the major 
portions of our economy are very busy and their prices are still very 
high. I think that is borne out by the facts. But the industries 
which are down talk a lot about their troubles giving us sometimes 
the impression things are bad all over. 

Mr. Brown. I would not mind owning a little steel stock. 

Mr. Putnam. Like Governor Arnall 1 own stock in some steel com- 
panies, too—not very much. 

Mr. Brown. Well, let’s get away from steel. Are you familiar with 
the Fugate amendment, Mr. Arnall? 

Mr. ARNALL. Yes. 

Mr. Brown. That limits rollbacks on agricultural commodities. 
Under that amendment you can’t put a ceiling on any agricultural 
commodity of less than 90 percent of what the commodity was bring- 
ing on the 19th day of May last year? 

Mr. ARNALL. Yes, sir. 

Mr. Brown. I wanted to question you about how that amendment 
applies to cottonseed. 

Cottonseed was bringing, on the 19th day of May 1951, about $102 
per ton. You could not roll that price back more than 10 percent 
which would be about $91 a ton. 

What is made from cottonseed? 

Mr. Arnau. Cottonseed meal, cottonseed oil, cottonseed hulls, 
and linters. 

Mr. Brown. Then, of course, when you put a ceiling on cottonseed 
oil, cottonseed meal, and cottonseed hulls, you are in effect putting a 
ceiling on cottonseed and if you reduce the ceiling on cottonseed prod- 
ucts more than 10 percent you are defeating the very purpose of the 
Fugate amendment, is that right? 

Mr. ArNAtLL. I did not so understand, Congressman. 

Mr. Brown. Well that certainly affects cottonseed, the meal, the 
hulls, the linters, and the oil, and when you cut the ceiling on those 
items more than 10 percent, which are all products of cottonseed, you 
are defeating the Fugate amendment. 

Now cottonseed oil was bringing, in January of last year, about 26 
cents a pound, and the first ceiling was put on at that price. 
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You cut the ceiling on oil down 10 percent sometime in February 
of last year, which brought it down to 23% cents a pound. That is 
all right. No objection to that. But you say you are carrying out 
the intent of Congress when you put on the second roliback. 
tx Now you took off the ceiling the other day, on cottonseed oil, but 
just before you did it, you reduced the ceiling on cottonseed oil from 
23% to 18 cents a pound. That is a cut of about 25 percent for oil 
and about $17 a ton for cottonseed. 

Mr. ArRNALL. That is true, Congressman. 

Mr. Brown. Oil is one of the products which controls absolutely 
the price of cottonseed, and again is not what the Fugate amend- 
ment intended. 

Mr. ArNnauL. Corn, soybean, and cottonseed, were all in that same 
category. 

Mr. Brown. I know. Here you are, instead of reducing the ceil- 
ing no more than 10 percent on cottonseed, and all cottonseed prod- 
ucts, which is meal, and oil, and hull, you are defeating the amend- 
ment by reducing the ceiling on oil by” almost 25 percent—— 

Mr. ARNALL. Congressman, I don’t think you understood what I 
said. You may have, but the problem was this: It is a problem 
we encounter in many commodities and products. 

We will take cottonseed, since we are on that. You have your 
oil, your meal, and your hulls. 

Mr. Brown. I know that. 

Mr. Arnaut. We found the situation where oil was selling far 
under the ceiling. It was way down. The downward revision in the 
ceiling price was made to establish a balanced structure between it 
and other oils, such as corn oil and soybean oil. But we did suspend 
on cottonseed oil and there is no ceiling on cottonseed oil—we sus- 
pended that— 

Mr. Brown. I know, but before you took the ceiling off cottonseed 
oil, you reduced it from 23% cents a pound to 18 cents, and then you 
said you would put it back on again. <A second 10-percent cut, which 
would have been allowed under the Fugate amendment and bad 
enough, would have brought the oil ceiling down to about 24% cents. 
But no, you cut it 25 percent, down to 18 cents. Oil prices have gone 
down from 22 or 23 cents last May to around 10 or 11 cents now. It 
seems to me the lower the price goes, the more you cut the ceiling. 
That is no way to treat the farmer. 

Now you say you took off the ceiling. Well, let’s take a look at 
that. What you did was to say that the ceiling is off as long as oul 
is way down, but if oil starts back up and gets to 15 cents you will 
put the ceiling back on at no more than 18 cents. Does that mean 
you put the ceiling back on at 17 cents, 16 cents, 15% cents, or what? 

?eople buying oil will be afraid the new ceiling may be lower than 
18 cents and won’t buy if the price starts back up. That means it 
probably won’t go up and cottonseed prices will be low this fall when 
the farmer has to sell. Now the 15% cents, which is where you put 
ceilings on, is the Department of Agriculture’s support price on oil. 
So long as the Department of Agriculture can’t get the oil price up 
to 15% cents, the ceilings will stay off, but if they get the price back 
to 15% cents, you will put the ceiling back on at some price, but not 
more than 18 cents. 
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Mr. Arnau. It is true that we reduced the ceiling price. 

Mr. Brown. | don’t think you have any right to do that under the 
Fugate amendment when you cut cottonseed oil by more than 10 per- 
cent. Iam going to put in the record a letter written to me and given 
to me a few minutes ago by Mr. Harold Young of the National Cotton 
Council. I want you to read this, and I want you to reply to it. 

(The letter above referred to is as follows: ) 


ApRIL 29, 1952. 
Hon. Paut Brown, 
Vice Chairman, Joint Committee on Defense Production, 
House of Representatives, Washington 25, D. C. 

DEAR CONGRESSMAN Brown: In testifying before the Senate Committee on 
Banking and Currency on March 8, 1952, the National Cotton Council strongly 
recommended that further roll-backs of existing price ceilings be absolutely pro- 
hibited by legislation. Discussing the question of suspending ceilings we pointed 
out the dangers inherent in such an amendment if the amendment did not contain 
an iron-clad prohibition against roll-backs in connection with ceiling suspension. 
Otherwise, the price depressing effect of a roll-back threat would be just as real 
and effective during suspension as before. 

The recent action by the Office of Price Stabilization suspending controls is 
actually a smoke screen for a roll-back of 544 cents per pound or about 25 percent 
in the price ceiling on cottonseel oil. This is equivalent to about $17 per ton 
of cottonseed at the farm. In an effort to disguise the true nature of the order, 
OPS simultaneously announced with great fanfare that it was suspending price 
ceilings on cottonseed oil for the present time. 

The history of price ceilings on cottonseed oil reveals the unfairness and ques- 
tionable validity of the roll-back. As you will recall, OPS ordered a roll-back of 
about 10 percent in the cottonseed oil ceiling price about 2 weeks after price con- 
trols became effective early in 1951. The second roll-back—from 2314 to 18 cents 
a pound or $17 a ton for cottonseed—was announced last Friday and became 
effective April 28. Further adding to the confusion, the suspension order made 
it expressly clear that still a third roll-back may be expected as it provided that 
upon reimposition of controls the new ceiling will be no higher than the ceiling in 
effect prior to suspension. 

The absurdity of the suspension order is pointed up by the fact that the price 
at which the new rolled back ceiling will be reimposed is the same price as the 
Department of Agriculture’s calculated price for oil in its cottonseed price support 
program—15% cents per pound. The present value of cottonseed at the farm 
(based on product prices) is about $10 a ton below the Department of Agriculture’s 
$66 support price. 

The roll-back of cottonseed oil ceiling virtually nullifies the anti-roll-back 
feature of the Defense Production Act as it applies to agricultural commodities. 
If cottonseed oil prices should advance to the new ceiling and other cottonseed 
product prices remain unchanged, the farm value of cottonseed would still be 
about $10 per ton less than the minimum ceiling provided in the act for cotton- 
seed. Once again OPS has struck a blow at the farmer through the device of un- 
justified ceilings on products processed from agricultural commodities. 

The Price Administrator announced that he will decide in the near future: 
whether to suspend controls on raw cotton and cotton textiles. If the precedent 
of tying decontrol in with a rollback is applied to these two commodities then the 
results for the cotton industry will be even more disastrous. As desirable as true 
decontrol would be, I can assure you that the cotton industry would greatly prefer 
to operate under the present system rather than be subjected to an OPS rollback 
type of suspension. 

The action which OPS has taken clearly demonstrates the absolute necessity for 
congressional action to prohibit all rollbacks. We strongly urge that the Congress 
countermand the cottonseed oil rollback and expressly forbid any other rollbacks 
below the ceilings in effect on April 15, 1952. We also request that you do all im 
your power in the meantime to prevent a rollback in the raw cotton and textile 
ceilings. 

Sincerely, 
Haroip A. Youna, President. 
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Mr. Brown. I think that is a flagrant abuse of the law. 

Mr. Arnauu. I don’t believe we have violated the law. But believe 
me, Congressman, if we have we will rectify it. I have no desire not 
to carry out the wishes of the Congress. 

Mr. Brown. Of course that simply means by one stroke of the pen 
last Friday, you ge the price ceiling of cottonseed $17 per ton. 

Mr. Arnau. No, sir, I don’t think that is right. 

Mr. Brown. Well that is what it means. 

Mr. Arnau. We took cottonseed oil out from under the ceiling 
at the same time that we reduced the ceiling to restore a balanced price 
structure. 

Mr. Brown. If vou raised the price of meal, which the farmer has 
to buy to feed his cattle, that makes the farmer pay more. 

But oil, vou reduced that. That is what the city people buy. So 
even if you did raise the price of meal to keep cottonseed from going 
down, the farmer would have to pay the whole price anyway. Farmers 
use practically all the meal for feed, but very little of the oil. The 
farmer must have better treatment than that. In a lot of places the 
seed is the only cash money the farmer gets since the bank has a lien 
on his lint. 

Now here is another thing I want. I noticed on page 18 of vour 
statement, these words: 

The committee is continuing its study of raw cotton with a view of making a 
report and recommendation in the near future. 

Now I do hope, if you take the ceiling off cotton or textiles, that 
you will not do as you did with cottonseed oil, and that is reduce oil 
and then take the ceiling off oil. There is no reason to reduce textiles 
or cotton just because vou take the ceiling off, and say the price can’t 
go bevond such a low amount. Cotton prices have been going down 
for several months. It was below 40 cents yesterday for the first 
time in many months. The price for cotton next fall on futures is 
down around 36 cents. All this rollback talk does not help one bit. 
The cost of raising cotton has gone up instead of going down. These 
rollbacks are just not right. It would be better not to take the ceilings 
off, than it would to cut them and then take them off. If you re- 
duce textile ceilings, your cotton mills will cut down more. 

You know very well that in the State of Georgia their inventories 
are high and they can hardly sell. That is one thing that is holding down 
the price for cotton. If vou want to use the same system on cotton 
or textiles that you did on cottonseed and cottonseed oil you haven’t 
heard the last of that. 

Now this letter is well written, and covers all points I made here. 
T can’t see any answer to it, except that it is a violation of the Fugate 
amendment. 

Mr. Arnatu. We have no desire to violate it nor do I think we 
have. I appreciate the fact you called it to my attention. 

Mr. Brown. I know, that is the reason I am calling it to your 
attention. I hope it will be corrected. 

Mr. Arnauy. Thank you, sir. 

Mr. Brown. There are a lot of other things I would like to go 
into, but I think I will have to wait for Mr. Fleischman about that. 
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Right now textile inventories are so high, why should we be sub- 
sidizing industries like rayon mills, or anything else like that. It is 
one of the things I am going to fight. 

Another thing, I want these contracts let by the Government to be 
let to the lowest bidder. Those are two things I intend to fight for. 

Thank you. 

The Cuatrman. Mr. Gamble. 

Mr. Gamegve. Mr. Chairman, I will pass for the moment. 

The CuarrmMan. Mr. Patman. 

Mr. Parman. Governor Arnall, I believe this question should be 
directed to you. It is about the depreciated dollar. 

Do you have a table available that you could put into the record, 
showing the value of the dollar for the years, say, beginning with 
1920, on down to date, based upon the 1939 dollar? 

Mr. ArNALL. We will be delighted to supply that for the record. 


(The information referred to above is as follows:) 


Purchasing power of the dollar, 1920-1951 as measured by— 
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Mr. Parman. Do you happen to have a statement like that available 
now, that you could consult? 

Mr. ArNALL. No, sir, I do not have. 

Mr. Parman. I was wondering about the value of the dollar in 1926. 

Mr. Arnau. No, sir, I do not have that available. 

Mr. Parman. When they speak of prices based upon an adjusted 
dollar, if we were to apply that to the national debt, and the dollar is 
worth 50 cents on the dollar, we would say, based upon the 1939 
dollar the national debt would be $130 billion instead of $260 billion, 
wouldn’t it? 

Mr. Arnau. I would think so. 

Mr. Parman. In fact it would be a pretty good time for us to pay off 
a lot of that debt, I think, while we can pay it off with cheaper dollars. 

I don’t know that the Congress is willing to pass the tax laws to do 
it, but I do believe there is sentiment in Congress to pass a tax law 
along certain lines, where the proceeds would be used entirely to pay 
on the national debt, and for no other purpose. 
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I think it would be a pretty good thing to consider. 

Now I wanted to ask you a question about the steel companies. I 
just returned this morning from the district I have the honor to 
represent down in Texas, and the people are having some rather 
violent discussions about the President taking over the steel companies. 

There is one point made that I would like to have an explanation on, 
and that is, that the President could have acted under the Taft- 
Hartley Act and not interrupted production of steel. Is that correct 
or not? - 

Mr. Putnam. I suggest that we give that to Mr. Feinsinger who is 
Chairman of the Wage Stabilization Board. 

Mr. Parman. All right. That is a point that is being made over 
the country, that the President should have acted under the Taft- 
Hartley Act, if he was determined not to stop the production of steel, 
and by acting under the Taft-Hartley Act, that he could have done 
the same thing without interruption in production of steel. Was 
there anything he would have to do, in taking advantage of that act, 
that would have slowed down or retarded or stopped steel production? 

Mr. Fernsincer. Yes, sir. I will be glad to try to answer that, 
Mr. Patman. 

If you would like to go back for a minute, I think you can get the 
picture a little clearer. 

On December 22, 1951, Cyrus Ching, the Director of Federal Media- 
tion and Conciliation, reported to the President that collective bar- 
gaining had broken down and that the Federal Mediation and Con- 
ciliation Service couldn’t settle that dispute. 

Mr. Parman. That was when? 

Mr. Frernstncer. The 22nd day of December 1951. 

Now the President, at that time, had two roads which he could take. 
Well he had three roads. We will talk about the third one first. 

He could have asked Congress to pass a law. 

He could have unquestionably, got a Taft-Hartley injunction that 
would have insured against the strike, on January Ist, that would have 
insured continued peace for 80 days. 

Now the way the Taft-Hartley injunction procedure works is 
about as follows: 

The President first appoints a Board of Inquiry to find out what the 
trouble is all about. That Board can’t make recommendations for 
settlement. It can simply report the facts to the President. The 
President then directs the Attorney General to go to court, Federal 
district court, and ask for an injunction. There is no doubt that the 
court would have granted such an injunction in a case of this kind, 
because it involves national health and safety, and it involves an 
entire industry, or a substantial part thereof. 

If the court had granted an injunction, there would have been no 
strike for 80 days. Within that time, the Federal Mediation and 
Conciliation Service would have taken another crack at trying to 
settle the dispute. 

. If it couldn’t settle it, then there would be a vote on the employer’s 

last offer. At the end of 80 days if the dispute had not been settled, 
all the President could have done would be to report to Congress for 
sufficient action as Congress in its wisdom wanted to take. 

Now that is what he could have done, as an alternative. Instead 
of that, he asked the companies and the workers whether they would 
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not voluntarily agree to maintain work and production while the 
case was referred to the Wage Stabilization Board pursuant to Execu- 
tive Order 10233, in order to enable the Board to investigate the 
dispute, and to make recommendations for fair and equitable terms 
of settlement. 

He got that assurance from the union, and when he sent the case 
over to our Board, our Board sent out a telegram to both sides and 
got further assurances from both sides that they would maintain the 
Status quo. 

There were repeated postponements of the strike deadline. The 
net result was that through 

Mr. Parman. Right there, it is important to know just what each 
side agreed upon. That they would maintain the status quo until 
when? 

Mr. Frermnstncer. Until the Board issued its recommendations. 

Mr. Parman. Did either side or both sides agree to abide by the 
recommendations of the Board? 

Mr. Fretnstncer. No, sir, they did not. 

Mr. Parman. Did either side agree? 

Mr. Frrnstncer. Neither side agreed. It is not expected they 
will agree in advance. They are not expected to buy a pig ip a poke. 
Mr. GamsBie. They don’t have to under the law anyway, do they, 


ar? 
SU 


Mr. Fernstncer. That is right. They don’t, and are not expected 


to. 

Mr. Parman. I am not contending otherwise. [ am just asking 
for information. 

Mr. Fernsincer. The only time they are bound is when they get 
together in advance and jointly submit it to the Board for decision. 
Then they are bound. Otherwise they are not. 

Now as a result of voluntary cooperation between both sides, the 
peace was maintained for 99 days. I want to say the Board succeeded 
in getting some extra time in there, from midnight March 23 to 
midnight April 8. At the Board’s request the parties agreed that there 
be no interruption of work or production until the recommendations 
were out and they had a chance to look at them, they had a chance to 
bargain over them, and if they couldn’t get together by midnight 
April 4,-the union would give 96 hours’ notice. 

I personally arranged for that extension of the truce. So that, the 
President actually got 18 days more through voluntary cooperation 
of the parties than he could have had, had he used an injunction 
procedure. 

Now it is perfectly correct that he could, on midnight of April 8, 
have gone ahead and tried to get an injunction that would have added 
another 80 days on top of the 99 days. But think of this. If he had 
tried to get an injunction while | was meeting with the parties up in 
New York trving to get a settlement—and don’t forget that is where 
[ was and that is what I was trying to do, because this dispute has got 
to be settled around the collective bargaining table sooner or later—it 
would have broken up the negotiations. I personally urged that the 
White House take no action in the direction of seizure which everybody 
was talking about as long as there was a ghost of a chance of getting 
a settlement by midnight, April 8. 
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If he had stepped in before April 8, Congressman, those negotia- 
tions would have just blown up in powder. It is just not realistic to 
expect that the parties are going to sit around a table and work out 
their problems in the atmosphere of an injunction. Experience is all 
against it. 

So he had this problem. If he stepped in before midnight of the 
8th, he would break up the negotiations. If he waited until after 
April 8, he would have had to appoint a board of inquiry, assuming he 
could find enough public members to take that job, these days, and 
that board would have had to investigate the dispute. 

Now the record shows that in Taft-Hartley injunction proceed- 
ings—and I have sat as a member of such a board, in the meat-packing 
case—it takes anywhere from 3 days to 10 days to get the mjunction. 
You have to have the board meet. The board has to conduct its 
proceedings, has to make a report to the President; he has to direct 
the Attorney General to go to court and ask for an injunction, and 
the court has to listen to arguments and make up its mind. 

Now I don’t know whether a Federal district court would have 
added another 80 days on top of the voluntary waiting period of 99 
days. I don’t know what a court would have done. 

That is the long and short of it, as I understand the law, and as | 
understand the reasons for the President’s action. 

The answer is definitely “Yes, he could have gotten an injunction, 
at any time.” He can get it today. 

Mr. Patman. You mean if the courts would grant it? 

Mr. Fernsincer. If the courts would grant it. 

Mr. Parman. Under the law, the court could do it if it wanted to? 

Mr. Fernsincer. The courts haven’t always issued an injunction. 
You can’t get injunctions from the courts just for the asking; but 
where the courts have issued a Taft-Hartley injunction, they have 
frequently qualified it in one way or another. 

Mr. ParmMan. One more point is, could that have been done, I 
mean could the consideration of the injunction feature have been 
undertaken without stopping production of steel? 

Mr. Fernsincer. No, Congressman, in my opinion, assuming that 
the President was right in thinking he ought not try to get an injunc- 
tion while the parties were negotiating, there would have been a loss 
of production before the injunction was obtained, for a period ranging 
from 3 to 10 days, depending on the circumstances. 

Even in the cooling off of the mills, between April 4 and 8, we lose 
900,000,000 tons of production. 

Mr. Parman. Well, after the mills cooled down, how long did it 
take to get them started again? 

Mr. Fertnsincer. It takes about the same length of time. 

Mr. Parman. About the same length of time? 

Mr. Frernsincer. I| believe so. 

Mr. Parman. So you think the procedure that was adopted, then, 
was the better, in view of all the circumstances that you are acquainted 
with? 

Mr. Fernsincer. I don’t want to express a judgment, but I would 
say this. There was understandable reason for the President doing 
what he did. Secretary of Defense Lovett has said in plain words 
that the military situation was such that even a loss of production of 
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1 day would be a serious matter, affecting the lives of our people in 
Korea and elsewhere. 

Mr. Parman. After the Wage Stabilization Board came to an 
agreement, that was submitted to both parties, was it? 

Mr. Fernsincer. That is right, sir. 

Mr. Parman. And did either party agree to it? 

Mr. Fernsincer. The union accepted the recommendations, 

Mr. Parman. What did management say? 

Mr. Fernsincer. They said they wanted to look them over and to 
go into negotiations. The recommendations were issued on March 
20, the companies were not ready to go into negotiations for some 
reason or other, and in fact, the first meeting—and it was the only 
meeting —between the parties directly —was not held until April, it 
was a Thursday, April 5, I believe. April 8 was on a Tuesday, I 
know. April 3, Thursday, April 3, if that is the correct date. It 
was the Thursday preceding the Tuesday on which the President 
seized the companies. 

Mr. Parman. I think people who have no interest in this matter 
except just the country’s interest—and I am not claiming there are 
any, except those who are interested in one side or the other—believe 
that some kind of a Board recommendation should be given great 
weight. Therefore, I would like to ask you something about the 
make-up of this 18-member Board. It was an 18-member Board, 
was it not? 

Mr. Frrinstincer. Yes, sir; we have 18 regular members and 6 
alternates. We sit as a Board of 12, as a rule, and sometimes in 
divisions of 6. 

Mr. Parman. Now to the best of my recollection, I believe the 
Board was made up about a year ago, a little better than a year ago. 

Mr. Fernsincer. Its Executive order was issued April 21, 1951, 
and the Board was organized May 8. 

Mr. Patman. And six members to represent labor, six to represent 
management, and six to represent the public? 

Mr. Frrnsincer. That is right, sir. 

Mr. Parman. That sounds like it has the making of a fair Board. 
Has any attack been made on this Board? 

Mr. Frmnstncer. Well, that is an understatement. 

Mr. Parman. Who appoints the Board? 

Mr. Fernsincer. The President of the United States. 

Mr. Parman. Did each side have the right and opportunity, and 
did they exercise the right and opportunity of presenting their side 
of the case? 

Mr. Fernstncer. That is right, sir. Let me just describe in a 
word how we operate because there is a lot of misunderstanding 
about that. 

Just as a lot of people think Congress doesn’t get any work done 
except down there on the floor—they don’t know about these com- 
mittees, for example—we first of all appointed a panel to hear this 
dispute, and that panel had three expert staff members with it. 

That panel worked for weeks. It held public hearings for 16 days. 
It met in session without the Board on 26 days during the course of 
which they started to report to us orally, and also in a written report. 
The panel was also present during 12 of the 23 sessions, deliberative 
sessions in which the Board considered the steel case. 
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In the meantime, each side of the Board appointed one man as the 
jiaison for that side, the industry room appointed one man, and the 
labor room appointed two men, AFL and CIO, and the public side 
appointed two men, myself and the Vice Chairman. 

We held numerous meetings—informal meetings—in my office or in 
somebody else’s office, at which we discussed the case informally. 
This may amuse you, but I think it will show how practically we try 
to operate, and that is a good thing to have businessmen and labor 
people around once in a while, otherwise we public fellows, so-called, 
might go up in thin air—we agreed we weren’t going into the Board 
room for formal sessions until we had this thing pretty well worked 
out in advance, because it is our experience that board room meetings 
provide mainly an opportunity for speeches, and in a case of this kind, 
it is not very useful just to make speeches. A case of this kind re- 
quires hard work. 

And I want to assure you that we had many meetings, of this small 
committee. Everybody had a full record, and was studying it, study- 
ing seriously, and any inference that we didn’t do any work on this 
case, or didn’t discuss this case among us, because we only took 2 
days to vote on it, is completely erroneous. 

You gentlemen frequently take just a short time to vote, but that 
doesn’t reflect all the deliberation that has preceded the vote, and we 
operate in about the same way. 

I want to reemphasize that in no case, in my recollection, as a public 
member of the War Labor Board, or as Chairman of this Board, has 
there every been longer, more intense, more serious, More conscien- 
tious, study of a problem, and greater cooperation among the three 
sides of the Board, regardless of what you read in the industry mem- 
bers’ dissenting opinion—that is sort of a common failing among all 
of us, we write too much—or regardless of what you read in the news- 
papers, and regardless of what you see in paid advertisements. 

Mr. Patrman. I mentioned a while ago attacks. I don’t mean 
attacks. I don’t mean just people making attacks, through news- 
papers, or giving out interviews. What I méant was, did either side 
file any written charges against any members of this Board, or did 
they object in writing to any member of the Board sitting in the con- 
sideration of the case? 

Mr. Frernstncer. Oh, no. There were no objections of that 
nature that I know of, until after the Board’s recommendations. 

Mr. Parman. Until after the decision? 

Mr. Frernstncer. That is right, and then it was suddenly discovered 
what scoundrels some of us were. 

Mr. Parman. You know, in court, normally, of course, they make 
their charges in advance of any decision. If someone is not qualified 
to sit as a judge in a case, it is the duty of the lawyer on the side that 
is objecting to enter his objection. The same about a juror. If 
someone is presented for jury service, who is objectionable, it is the 
duty of the side objecting to state the reasons. 

But after the case is tried, and both sides have been given a fair 
opportunity to present their side, usually under our American system, 
it is accepted, although we don’t always understand just exactly the 
reasoning behind it, because we are not in a position to know it. In 
a democracy we can’t all serve. We have to have people serve for us. 
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Mr. Frernsincer. By an unwritten rule, Mr. Congressman, the 
lawyers are given 24 hours to complain about the judge. Thereafter, 
they become subject to contempt. 

Mr. Kitsurn. Mr. Patman, I don’t think those cases are anal- 
ogous, because this Board is purely advisory under the law. Neither 
side has to accept the Board’s decision. 

Mr. Parman. I think it would be very persuasive in a national 
emergency, when we are really in a war and men are dying every day, 
and it is a question of cutting off the most vital material that is used 
in the prosecution of that war, I would think it would certainly be 
persuasive. 

Mr. Kitpurn. But under the law, am I not right? 

Mr. Frernsincer. That is right. 

Mr. Kinsurn. So much so that the first Board set up was com- 
posed of nine members and the three labor members walked out. 

Mr. Frrnsincer. That is right, and that first Board, Congress- 
man, had no dispute jurisdiction. But you are absolutely right, that 
our recommendations are not binding on either side. We hope they 
will serve as a basis for a settlement through collective bargaining, and 
I might say that they do as a rule. 

Mr. Kitspurn. And in this case you gave the labor unions every- 
thing they wanted. 

Mr. Fernsincer. That is not so, and I will be glad to refer to the 
record. 

Mr. Kirpurn. Thank you. 

Mr. Ferrnsincer. I will be glad to refer to the record. It is not so, 
even so qualified, sir. 

Mr. Parman. Since he asked the question, and of course it is my 
time, but it is perfectly all right——— 

Mr. Kitpurn. I am sorry. 

Mr. Parman. For the benefit of the record, what is your answer? 

Mr. Fernstycer. Well, sir, one of the chief demands of the steel 
workers was the guaranteed annual wage. That is one of the most 
important issues, or was, as far as they were concerned. We denied it. 

Another demand was to prohibit the employer from contracting 
out work which could be done by members of the steel workers union. 
We denied that. 

The union demanded 8 hours call-in pay. We denied that. 

The union demanded time and a half for Saturday as such, and 
double time for Sunday, as such. We denied the claim for Saturday 
pay, we recommended time and a quarter for Sunday pay as such, 
effective January 1, 1953. 

The union demanded 18} cents for a l-year contract. We gave 
them an average of 13% cents for a 1-year contract. 

Do you want me to go on? 

Mr. Parman. Yes, sir. 

Mr. Frerysincer. Well, I would like to put our record into your 
record. 

On severance pay, we denied that. We returned to the parties for 
collective bargaining a whole list of union demands, and we told 
them “You have got to settle these yourselves. Don’t send them 
back to us.”’ 

In some cases we tried to give them some good guideposts. I want 
to point out, gentlemen, that the public isn’t aware that the most 
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important issues in the case were so-called noneconomic issues, having 
to do with management rights, for example. The union asked for a 
change in the management rights, we denied that. Incentive sys- 
tems: The union asked for more authority in setting of new incentive 
rates. We denied that. 

Retroactivity: The union demanded that any adjustments rectom- 
mended by the Board be made retroactive to January 1, 1952, the 
expiration date of the contract. We did not recommend retroactivity. 
We recommended against it, and made them effective as of the first 
payroll period after the recommendations. 

On vacations, the union had 1 week after 1 year, 2 weeks after 5, 
and 3 after 25 years. They asked for 1 week after 1 year, 2 weeks after 
2 vears, 3 weeks after 5 years, 4 weeks after 15 vears. We rejected 
every demand for a change, except this—for the old workers, we re- 
duced the requirement for 3 weeks vacation from 25 years to 15 years, 
and left the rest of their vacation plan alone. 

On holidays, the union asked for eight paid holidays. We left them 
with the six that they had. 

They asked for two and a half times when worked, we gave them 
double time, contrasted with the time and a half that they have had. 
We gave them straight time for the six paid holidays, when not 
worked. 

On North-South differentials they asked for the complete elimina- 
tion of the 10-cent differential. We narrowed it to 5 cents, in accord- 
ance with the progression that the parties themselves have been fol- 
lowing over the years, through voluntary collective bargaining. 

On shift differentials they had 4 cents for the second shift, 6 cents 
for the third, they asked for 10 cents for the second, 15 cents for the 
third shift; we gave them 6 cents and 9 cents. 

There are a number of very technical matters, that I don’t think—— 

Mr. Parman. Will you just insert them in the record, please? 

Mr. Frrnstncer. They are listed in appendix 4 of my statement. 

Mr. Parman. I know the opinion is over the country, generally, 
just as Mr. Kilburn suggested, that you gave the unions everything 
they asked for, and there is a lot of publicity along that line. 

Mr. Frinstncer. There is also publicity, Mr. Congressman, to the 
effect that the industry members of our board didn’t get the public 
to go along with them on a single issue. That is absolutely not true, 
and I would like permission to put into the reeord—— 

Mr. Parman. Well just enumerate them in some instances, if you 
desire. : 

Mr. Fernstncer. Well, for example, on the guaranteed annual 
wage. The record speaks for itself. We joined with the industry 
members in rejecting the demand for a guaranteed annual wage. 

On contracting out, we joined with the industry members in re- 
jecting the demand of the union that the employer be limited with 
respect to his right to contract work out. 

Those are the two principal illustrations. There are a number of 
others. 

There were some 102 issues in the case, although normally they 
were in the form of only 22 demands by the union and a handful of 
demands by the employer, when you broke them down and got to 
work on them, there were some 22 issues. 
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And let me say this, if I may, and if I am not trespassing on your 
time: There seems to be 

Mr. Parman. I think it is very important because I haven’t seen 
this in the papers I have been reading. 

Mr. Frernsincer. Well, we don’t have any money for paid advertise - 
ments. You gentlemen didn’t allow us enough money to get our 
real work done, much less engage in an advertising campaign. And 
I want to say this: | think it is quite unfair of whoever is responsible 
for laying out this money for advertising, to attack me in only a 
half-page ad, when all the other ads were full-page ads. 

Mr. Mutrer. Did they spell your name correctly? 

Mr. Frernstncer. Oh, they got that one right. 

Mr. Parman. Of course, the Government pays for these advertise- 
ments, in a way, since they are tax deductible. 

Mr. Frrnstncer. I don’t know, they are pretty good ads, aud if the 
Government is going to spend money for it, it has gotten value 
recieved. 

Now, one charge was that we did a hurry-up job. And that the 
industry members didn’t know anything at all about what was going 
on until about an hour before the votes were actually cast. 

That charge was made before the Senate Committee on Labor and 
Public Welfare just the other day, not by an industry member of the 
Board, but by an industry member of the panel, and I invite your 
comparison of the charges made by that industry member of the panel, 
with the very moderate statement filed by the industry member of the 
Board, who was the liaisoa man appointed by the industry side to 
work with me and my colleagues on the case. 

The fact is, that both sides of the Board were kept current of the 
public members’ thinking, and kept the public members current as to 
their own thinking every day, from the day that the Board began its 
deliberations in the case, formal or informal, and I don’t see any criti- 
cisms, nor should there be any criticisms of Judge Pine, for saying 
that he was going to lock himself up—this is paraphrasing what he 
said—and work day and night in getting out his decision on the 
seizure question, because he realized how important it was to main- 
tain the status quo concerning the employment conditions in the plants 
and elsewhere. 

Now, we worked against a deadline, I am sure, and I am proud 
that we worked against a deadline, because by meeting that deadline 
we kept those mills from going down, and I don’t believe we could have 
done a better job if we had stayed at the job two or three more weeks. 

Mr. Patman. Now when this was submitted to management, and 
it was turned down by management, was a counterproposal made? 

Mr. Fernsincer. Yes, in the negotiations—and I want to speak 
only of the matters of record, because I hope I am not asked to dis- 
cuss what went on in the negotiations in New York, at which I was 
present trying to get a settlement—but the companies did make two 
offers to settle, in New York, neither one of which was in conformance: 
with the Board’s recommendations. 

Mr. Parman. What were those offers? 

Mr. Fernstnecer. The companies offered to accept all of the Board’s 
recommendations on the fringe items for the year 1952. They did 
not offer to accept the time and a quarter for Sunday pay, effective: 
January 1953. That meant that according to the Board’s decision, 
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or the figures used by the majority of the Board, they were offering 
to agree to fringe benefits costing, on an annual basis, 5.1 cents. 

Their first offer on the wages was 9 cents, effective March 1, 1952, 
instead of January 1, 1952, for a contract to run from April 1, 1952, 
to April 1, 1953. 

Their second offer was the same except that they raised the figure 
from 9 cents to 12% cents, and their offer did not include some other 
items that were in dispute, and their offer was conditioned on a satis- 
factory settlement of the major noneconomic issues to which I have 
referred, and in my judgment there won’t be any difficulty in settling 
those noneconomic issues. 

Mr. Parman. Did they agree to accept the whole thing, with a 
certain price increase, or not? ; 

Mr. Fernstncer. Well now, that is a question I can’t answer 
directly. I had assumed, when I was there, that there was no con- 
dition attached to their offer. I heard Governor Arnalf testify the 
other day—no, I heard Governor Arnall speak before the President’s 
Mobilization Advisory Board, which cast some doubt on whether my 
understanding was correct. 

Mr. Putnam. Certainly John Stevens of United States Steel in his 
testimony before the Senate Labor Committee said there were no 
strings as to price attached to that offer. I saw a transcript of his 
testimony before the Senate Labor Committee. He said there was 
no price string attached to that offer. 

Mr. Fernsincer. I don’t know that there was any condition. 

Mr. Parman. Governor Arnall, did the steel companies or manage- 
ment offer to take the whole thing, lock, stock and barrel, if they were 
given a certain price increase on steel? 

Mr. Fernstncer. Do you mean the Board’s recommendations or 
this offer they made in New York? 

Mr. Parman. The Board’s recommendations. 

Mr. ArNALL. Well, I don’t want to get into private conversations, 
yet I want to acquaint the committee, Mr. Patman, with the truth 
as far as I know it to be, and here is the truth of that matter: 

The steel companies took the position that they could not give the 
unions any kind of wage increase whatsoever without a commensurate 
price increase, and they held several days’ sessions with us in price 
stabilization trying to get us to grant a price increase. 

I conferred with Mr. Putnam, Mr. Steelman, who is Defense Mo- 
bilizer, and the President. I told them that the steel people said they 
were not going to offer any contract to labor, or give them any wage 
increase whatsoever, unless they had assurance that they could get a 
price increase. 

The President didn’t want any difficulty. He didn’t want any 
commotion. Mr. Steelman didn’t want any strike, or any industrial 
unrest or dispute. Mr. Putnam was of the same opinion. 

And it was contemplated at one time, in violation of all principles 
of sound price stabilization, in order to mollify the steel people, to get 
them to work out some kind of agreement in this case 

Mr. Putnam. To make any offer. 

Mr. Arnau. To make any offer whatsoever. The steel people 
said they would never make any offer unless they had a price increase. 
The Administration, in an effort to keep down any strife, against its 
best judgment and against the rules, as I consider them to be, inti- 
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mated to the steel people that they would give them a price increase, 
if they would give labor some kind of arrangement whereby there 
wouldn’t be any strife or strike. The theory to be used for this price 
increase was that used before I became Price Stabilizer, with respect 
to the machine tool industry. In that case, they just gave the machine 
tool people a price increase, to encourage them to produce machine 
tools. So it was on that kind of fuzzy intimation—— 

Mr. Corte. Who was fuzzy? 

Mr. Arnauyi. The whole thing was fuzzy. 

Mr. Coir. Somebody’s thinking was fuzzy. Whose thinking was 
fuzzy? 

Mr. Arnau. Well, no, it was a very fuzzy arrangement. The 
arrangement was that if they made some kind of offer to the union, 
and could work out some kind of contract, they would get a price 
increase, including Capehart, which was about $3, and which they 
were entitled to anyway. But in addition they would get about a 
dollar and a half a ton price increase. 

They came back and reported that that wouldn’t do. They wanted 
five dollars and a half. And they were not sure that would do. 
They might have to have more than that. 

Mr. Parman. You mean five dollars and a half in addition to Cape- 
hart? 

Mr. ARNALL. No, including that. 

Mr. Parman. That would be about $24 plus Capehart? 

Mr. Arnatu. That is right. Then they said they didn’t know 
whether that would work out. But the whole truth of the matter 
was that the reason this industrial dispute was not settled was because 
they would not negotiate with the union until they had a guaranteed 
price increase. 

Mr. Parman. Until they had a guaranteed price increase? 

Mr. ARNALL. Yes. 

Mr. Parman. And that is where it ends? 

Mr. Arnau. Then when they wouldn’t work it out, they couldn’t 
get together, that was the end of it. Nothing happened. Nothing 
came from it. 

Mr. Purnam. No. While it was fuzzy, it was a pretty good under- 
standing that they could settle something for four dollars and a half. 
Then they came back a couple of days later and said, ‘It has got to 
be five and a half, and I am not sure that we can settle it then.” 
It just looked like appeasement all the way through. 

Mr. Parman. In other words, it wasn’t entirely a matter of 
principle? 

Mr. ArnaLL. It was a question of price, that is the truth about 
it, letting the public pay for it. 

Mr. Parman. The price could settle it. 

Mr. Arnauu. That is right. 

Mr. Purnam. Right from the start, a price could have settled it. 
I have seen a lot of these advertisements—may I just come into the 
middle of this, Mr. Patman? 

Mr. Parman. Yes. 

Mr. Purnam. I have seen some of these ads. I haven’t read them 
all and none of them has attacked me, so I haven’t had the same 
reason to read them. I am more insulted than you are, Mr. Fein- 
singer, because they gave you a half-page and they haven’t given 
me any. 
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Mr. Fernstncer. Just wait, your turn might come. 

Mr. Purnam. I did go up and meet with the chief executives of 
the 12 major steel companies the day after your decision, Mr. Fein- 
singer. That was in New York. They were asking a $12 price 
increase. They are denying in their ads ever having asked for that, 
but they all asked me for that price increase the very next morning 
after the WSB recommendations came out. 

Mr. Parman. Asked you for a price increase of $12 a ton? 

Mr. Purnam. Yes. I don’t mean everyone said so; the spokesman 
said so. 

Mr. Patan. IJt is possible, isn’t it, that there is only a dollar a ton 
difference, isn’t there? You offered $44 and they offered $5? 

Mr. Putnam. No; they asked me for $12 a ton. 

Mr. Parman. I mean the latest negotiations indicate that you got 
down to 4% and 5% dollars per ton increase. 

Mr. ArNALL. That is right. 

Mr. Patrman. One dollar per ton difference. 

Mr. Purnam. But they wouldn’t guarantee settlement at that. 

Mr. Arnauu. They said they w ould try it at $5.50, but they might 
have to have more. 

Mr. Parman. They never did say how much they would have to 
have? 

Mr. ARNALL. NO, sir. 

Mr. Putnam. They always said “a little bit more.” They told me 
$12 up in New York; now I see by the papers they deny it. But they 

certainly asked me for $12 in New York. 

Mr. Parman. I haven’t talked to anybody on either side, as my 
questions indicate, but I have been told that a $12 increase on basic 
metal such as steel, would indicate about maybe a $40 to $50 increase 
per ton on certain types of steel. 

Mr. Arnau. That is correct. You see you talk about the increase 
on carbon steel. But then there are other types, such as alloy steels, 
that run it up. 

Moreover, when you break through on the basic steel, then you 
pass on that increase all down the line, so 1t adds up. 

Mr. Parman. And how high would it go, from $12, the lowest, up 
to how high? 

Mr. Arnatu. I don’t know. I would guess, from $12 to—that 
would be a pure guess. 

Mr. Parman. Anyway that $50 wouldn’t be clear out of line? 

Mr. Arnau. No; it is not unreasonable. 

Mr. Brown. Will you yield? 

Mr. Parman. I yield. 

Mr. Brown. Suppose the Capehart amendment did not include the 
cut-off date? How much would they have been entitled to then? 

Mr. Parman. In other words, that cut-off date. That cut-off date 
was agreed on. It is much later than I wanted to, but suppose the 
cut-off date was now, I think Mr. Brown’s question is a good one, 
how much would they be entitled to, if the cut-off date were to be 
now, instead of July 26? 

Mr. Arnatt. Including the wage recommended by WSB? 

Mr. Parman. Yes, sir. 

Mr. ARNALL. Our statistics and theirs agree that the total would be 
something under $6. 
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Mr. Patman. Something under $6 a ton? 

Mr. ArRNALL. That is next year. As of now it would be about four 
and a half dollars. 

Mr. Parman. About $4.50? 

Mr. Arnau. Let me give you the exact figures. 

Here they are: If the wage increase were put into effect, it would 
amount to $2.96 for each ton of finished steel in the first half of 1952. 
Beginning next July it would amount to $3.89. And for the whole of 
the year 1952 the average would be $3.43. Next year the figure would 
be $5.05, and the cost for the entire proposed contract period of 18 
months would be $3.97. That is, if the entire proposal were put into 
effect in the steel mills as recommended by the Wage Stabilization 
Board. Wage increases, fringe improvements, and all indirect effects 
on labor cost. 

But now if you will look at the integrated industry, and that brings 
in limestone, coal, and coke, then you get these figures: The cost 
increase would amount to $3.49 in the first half of 1952, $4.58 in the 
second half, averaging $4.03 for all of 1952. After January 1, 1953, 
it would be $5.94, and the average for the 18 months would be $4.67. 

But let me say this: That these higher figures are based on the 
assumption that wage increases in coal, in ore mines, and in limestone 
quarries would equal those in the steel mills as to both terms and 
effective dates. Therefore those higher figures which I gave you 
give a slightly exaggerated picture of the labor cost increase, which 
the steel industry would face if it accepted the recommendations of 
the Wage Stabilization Board. 

Mr. Parman. In other words, it anticipates increases in all these 
other related lines? 

Mr. ArNALL. That is right. The way they get that $12 figure— 
you might like to know that. They take a higher figure than ours 
here and they say that the entire WSB recommendation, through 
the vears, would cost them $6. 

Mr. Parman. Through the years. You mean beyond a year and 
a half? 

Mr. ArRNALL. In 1953, we will say. 

Mr. ParmMan. Yes, sir. 

Mr. Arnau. And they say that they have found historically 
that every time they spend a dollar for a wage increase, their purchased 
materials cost them another dollar. So they say that the dollar 
becomes $2. So on the basis of $6, looking into the future about what 
they are going to have to pay for materials, they say it will cost 
them $12. 

Of course we think that is completely unrealistic and is based 
purely on supposition. But that is how they arrive at the $12 figure. 

Mr. Parman. If they were to settle for that smaller amount, and 
they should get into trouble, couldn’t they come to your organization 
for relief? 

Mr. ARNALL. Yes, sir; we have told them that. 

Mr. Parman. You have told them that? 

Mr. ARNALL. Yes, sir. 

Mr. Parman. So there is very little difference between what you 
offered them, then, and what they can possibly justify, you think? 
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Mr. Arnau. Quite frankly, I think they would have made a 
profit out of the arrangement. I think if they had put through the 
$4.50 increase or the $5.50 increase that they asked they would have 
made money on the transaction. 

Mr. Parman. In other words it would be better than the Capehart 
amendment? 

Mr. Arnau. Yes; I think so. 

Mr. Parman. I think the industry generally has been highly pleased 
with the Capehart amendment. I think the industry should be. 

Mr. ArNALL. I have got some charts, if the committee would like 
to see them, that are pretty edifying. 

Mr. Parman. Suppose you bring them out. We would like to 
see them. 

Mr. Wo corr. I understand that the figures you have given us 
for increases in costs incident with Wage $ Stabilization Board’s recom- 
mendations, are in addition to what the steel industry is entitled to 
under the present Capehart amendment? 

Mr. Purnam. No, sir. 

Mr. Arnau. No, sir. 

Mr. Wotcorr. It includes the $3? 

Mr. Putnam. Yes, sir. If the cost increase is $3.34, that is a total 
figure. That isn’t Capehart plus $3.34. 

Mr. ArNALL. I wanted to make one thing very plain. 

Mr. Parman. Suppose you go ahead and present those charts, if 
you wish. I think this would be a good time. 

Mr. Arnatyu. All right. We do not feel that we can justify a $4.50 
a ton increase because no other industry in America would get that 
favorable treatment. 

The only reason in the world why that ever came up was because the 
President was trying his best to avert any national calamity, and 
John Steelman, head of ODM, and Roger Putnam, head of Economic 
Stabilization, were willing to give me an order to give the steel people 
such an increase. In other words this would have discriminated 
against every other American industry in favor of the steel people, 
whom we think were not entitled to it, and it would have been done 
only because industrial trouble was not wanted. 

Mr. Parman. Didn’t want any strike? 

Mr. ArRNALL. That is right. 

Mr. Coxe. The only increase that steel was entitled to, then, above 
the Capehart amendment, by reason of the Wage Stabilization Board’s 
action, is $1.50 to $2? 

Mr. Putnam. They are not entitled to a price increase like that 
under our standards. That is the amount the wage recommendations 
would eventually add to their unit costs. But that does not mean they 
are entitled to a price increase to make up for it. 

Mr. Cote. The increase was $1.50 to $2? 

Mr. Purnam. Yes, that is the addition to their costs over Capehart. 

Mr. Cote. That is very interesting. 

Mr. ARNALL. Let’s see if I can straighten that out. The steel in- 
dustry is entitled to a $3-a-ton price increase under the Capehart 
amendment. That has nothing to do with this controversy. 
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They are not entitled to a single penny increase under our standards 
as I am going to show you here in just a moment. 

But in an effort to keep from having this industrial chaos, and the 
resulting trouble that has come about, and the emotionalism and con- 
fusion, the President, John Steelman, the Defense Mobilizer, and Mr. 
Putnam, were willing to direct me to give the steel people a $4.50 
increase—that would be $1.50 in excess of Capehart—simply to avert 
that trouble. Steel would have been placed in the same category that 
the machine tool industry had been placed in a year ago, when there 
was a need to encourage them to make machine tools. 

Please understand. That waswrong. It was not justified. It was 
improper. It couldn’t possibly be defended, except as a matter of 
expediency, and saying, ““We don’t want a strike, and we don’t want 
to seize the mills, and we don’t want any industrial trouble.” 

Mr. Purnam. That doesn’t answer Congressman Cole’s question 
either, though, quite. Let me see if it did. When we were talking 
costs, Cc ongressman—of $3.43 average extra costs for 1952—the Cape- 
hart amendment would have civen them $3, and that was only 43 cents 
more. That is the kind of thing they have been fighting about. 

Mr. Cots. I will take it up on my own time. Thank you. 

Mr. Gamsuie. Did you ever offer them $5.50 or was $4.50 your 
maximum? 

Mr. Arnau. $4.50. 

Mr. Gampiz. Then they wanted $5.50 and switched to $6.50, is 
that correct? 

Mr. Arnau. No; they said that if they could get $5.50 that might 
do the job, but they didn’t know. They might have to come back 
for more. I said that I would obey the orders of the President, and 
\[r. Steelman, and Mr. Putnam, up to $4.50, although I opposed it 
very much, but that it wouldn’t ruin things completely. But if they 
were going to keep raising it there was no way in which I possibly 
could stand up and try to control prices so I wouldn’t go for that. 

Mr. Dotiincer. And they asked Mr. Putnam for $12 without 
even an assurance that they would take that? 

Mr. ArNALL. That is right. 

Mr. Purnam. I might say this discussion occurred many days after 
they asked me for the $12. Their first reaction, the day after the 
WSB made its recommendations, was to ask me for $12. 

Mr. Arnau. The steel industry never offered any kind of collective 
bargaining with the union, any kind of a contract, unless and until 
they were assured a price increase. 

No other industry in America has ever come to us under that guise. 
The way you normally do these things, I would think, is to enter into 
a contract with the union, the best contract that could be made, and 
then come and see the price people. 

Mr. Mutrer. That is what they are supposed to do. 

Mr. Arnau. That was my thinking about it. 

Well now this chart shows the annual rate of return on stockholders’ 
investments for principal steel companies combined, 1917 to 1951. 

(The chart referred to is as follows:) 
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Mr. ArNALL. In the case of the steel industry, the 3 years, 1947 
through 1949, to which Mr. Wolf is pointing, were the most profit- 
able the steel industry had experienced since World War I. 

Mr. Cour. This is before taxes. 

Mr. Arnau. The solid line is before taxes. 
after taxes. 

These figures were compiled by the Federal Trade Commission for 
the Joint Committee on the Economic Report in 1949, and were 
subject—— 

Mr. Cour. Governor Arnall, I can’t understand your chart, and I 
don’t think Mr. Wolcott can. 

Is that hump where you say the profits were the highest they have 
ever been? 

Mr. Arnau. Right here. 

Mr. Parman. What year is that and what month? 

Mr. Coun. The broken line doesn’t show they are that high. 

Mr. ARNALL. This is 1940, here.. 1941, 42, ’43, ’44, and ’45, 


The broken line is 


and 


this is 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 


1950. 

Gams_eE. Is 1950 the hump? 
Purnam. The hump is the war. 
ARNALL. When Korea came? 


Purnam. No; the first hump is World War IT. 
Mutrer. The second hump is Korea? 


ArNaLL. That is right. 
Cote. Go ahead, I am sorry. 
Parman. I think that is not right. 


The first hump over there 





is World War I, is it not? 
Mr. Arnaut. This is World War I. 
Mr. Parman. Then you go to World War II, another hump? 
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Mr. Arnau. That is right. 

Mr. Parman. Then to Korea, in June of 1950, another hump? 

Mr. ARNALL. Yes, sir. 

Mr. PurnaM. That is Korea lindicating]. This is 1949-50. 

Mr. Parman. Go ahead. 

Mr. Arnau. If you will observe, this hump here, representing 
1947-49, is the highest of any of the humps, except World War I, and 
Korea. So the industry had a very favorable position during the 
base period insofar as earnings were concerned. 

Now if you will notice the broken line, which is after taxes, they 
have a very good position there, because their after-tax profits in the 
vears 1947, 1948, and 1949, in that period, were higher than any 
years, even after taxes, since World War I. I want to point that 
out to you. 

Mr. Patman. Now Governor Arnall, I want to ask you the ques- 
tion, and if you are not the one to answer it, you direct it to someone 
else; what would be the total amount, in dollars, that it would cost 
the steel companies, per annum, to accept the ‘Wage Stabilization 
Board recommendation? 

Mr. ARNALL. The steel companies, as this chart 
Mr. Patrman. And also, per ton. 

Mr. ARNALL. Let me tell you the per ton figure, and then we will 
‘anslate it into the global amount in a minute. 

Mr. Patan. All right. 

Mr. ArNALL. In 1951 the steel companies were making $20.26 a 
ton. In the base period, they were making $11.22 a ton. 

Now after taxes, they could pay the entire wage recommendation, 
leaving aside the union shop, which is not an economic issue here, at 
a cost to them, after taxes, of 90 cents a ton. 

Mr. Patrman. Ninety cents a ton? 

Mr. ARNALL. Yes, sir. 

Mr. Coiz. How much would they lose in taxes? 

Mr. ArNnALL. How much would they lose? 

Mr. Coie. How much would the Government lose in taxes? 

Mr. ArNALL. The Government would lose considerable in taxes, 
but I wish to point out to the distinguished Congressman 

Mr. Cote. How much? 

Mr. ArRNALL. We will get it for you in just a minute. 

Mr. Couz. I think it is important. 

Mr. Arnau. But I wish to point out to the distinguished Con- 
gressman, that if we are going to make the amount of money the 
Government gets for taxes a criterion, then we might as well double 
the prices for everybody because we get more taxes. 

And another thing, that is assuming that the workers don’t pay 
any taxes, and of course the workers will pay taxes, though not as 
high as the excess-profits taxes. 

Mr. Mutter. You mean not as high in rate? 

Mr. Arnau. That is right. 

Mr. Mutter. But the accumulated sum may be equal or more? 

Mr. Arnau. Let me illustrate the point another way. If you 
gave the steel people $12 a ton price increase, they would keep only 
$3.50; $8.50 of that $12 would go to income and excess-profits taxes. 

Now, this chart shows the cost of the recommended wage-board 
settlement. 

(The chart referred to is as follows:) 
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Mr. Arnau. During the first half of 1952, if it were put in, it 
would cost them $2.96 in the steel-producing mills, including coke, 
but if you add limestone, iron ore, and coal as used in an integrated 
operation, it would cost them $3.49. 

You will observe that in the second half of 1952, that cost jumps 
to $3.89, or $4.58, depending on whether or not it is applied to an 
integrated operation, and the average for 1952 would be $3.43, or 
$4.03, depending on that. 

For the first half of 1953, the cost would go to $5.05 for the steel 
production, including coke, but $5.94 for iron ore, coal, and limestone, 
plus steel. 

The average for the 18 months would be $3.97, or $4.67. 

Now over on the right of the chart, there, the last figure, is the 
requested price increase, of $12 per ton. I show you that to show 
you how much out of line that would be, even if you go to the $6 a ton. 

Mr. Cour. Those are all after taxes? 

Mr. ARNALL. All of those are before taxes. 

Mr. Corr. Before taxes? 

Mr. ARNALL. Yes, sir. 

Mr. Purnam. That is not profits at all. That is costs. 

Mr. Arnaut. I think in all justice we ought to distinguish before 
and after taxes. 

Mr. Cote. I hope so. 

Mr. ARNALL. But I also want to make another statement. Sena- 
tors and Congressmen, business people generally, lawyers, for exam- 
ple, when they get a salary, or charge a fee, they get the salary or 
the fee, and it is not computed on the basis of after taxes. 

Mr. Cour. Yes, but I represent the Government. 

Mr. Mutter. Including Congressmen. 

Mr. ARNALL. I said that. 

Mr. Coin. But in consideration of this problem this committee 
represents the Government and the Government is interested in the 
amount of taxes, and who pays for the increase, whether the Govern- 
ment does, the public, or the workers. 

Mr. Arnau. Well, Congressman, the Government today buys 
20 percent of the steel. So if the price goes up, it costs us money 
anyway. We are paying that through tax money. 

I confess that taxes are important, but I also say that that is the 
province of the tax authority of the Congress, and ought not to be 
the criterion used in fixing prices. 

We don’t fix the farmers’ prices, Congressman Brown, on the basis 
of before or after taxes, do we? 

Mr. Coie. That is not the criterion of fixing prices. All we are 
talking about is the cost. 

Mr. Arnau. Right. This chart is the steel-mill employment cost 
and prices. 

(The chart referred to is as follows:) 
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STEEL MILL EMPLOYMENT COSTS AND PRICES 
1946-1950 
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Mr. ARNALL. Starting here, in 1946, the top line is steel prices, 
You will notice how it runs up about 55 percent. 

The next line is the employment cost per hour. I want the com- 
mittee to look at this. You will notice that the employment cost 
per hour is going up there about 37 percent. 

But now if you will notice this, the employment cost per ton, by 
reason of increased productivity, increased efficiency, new methods, 
new plants coming into operation, and all the other factors that 
American business employs to bring about greater efficiency and 
greater production, you will notice that that line levels off. Employ- 
ment cost per ton went up 13 percent during this period—only a little 
more than one-third as much as employment cost per hour. 

And here, on this line, you see the reason, which is the man-hours 
per ton needed to develop or to create a ton of steel. You will ob- 
serve that that line goes down very sharply, by reason of these in- 
creased production operations, productivity, efficiency in operation, 
and so forth. 

So, while wage prices may be higher, yet the man-hours per ton 
are going down and labor cost per ton does not rise as much as labor 
cost per hour. 

That is the period 1946 through 1950. 

Mr. Parman. Mr. Chairman, of course these charts will go in the 
record. 

The CuatrMan. The charts may be placed in the record. 

Mr. Arnatu. We will be glad to insert them, Mr. Chairman. 
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This chart represents the realization, employment cost and profit 
per ton of finished steel. 

It also shows profits per ton of steel in recent years. 

(The chart referred to follows: ) 
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Mr. Arnau. Before income and excess profits taxes, the industry’s 
earnings increased from $9 per ton in 1947 to over $20 in 1951. 

During the 3-year period, 1947 to 1949, the earnings averaged 
slightly more than $11 a ton. 

Now, if we use the outside figure of $6 a ton as the cost of the wage 
increase, and assume other conditions remain unchanged, the average 
profit per ton for the 18-month period, January 1952 to June 1953, 
would fall to about $14. But under the Capehart amendment the 
steel industry will receive a price increase averaging about $3 a ton. 
And so, after the wage increase and the Capehart price increase, the 
profit per ton for these 18 months would average about $17. But, for 
the year 1952, the profits per ton would not be less than $18. 

Now, I point out to the committee that these profit figures compare 
very favorably with the average profit of $11 per ton during the very 
prosperous pre-Korean base period, and this is the period here 
[indicating]. 

Mr. Nicnotson. What was that first period? How much per ton, 
the first one? What year? 

Mr. ARNALL. 1947, $9 per ton. 

Mr. Nicnoutson. And the other is $17? 
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Mr. ARNALL. 1947 through 1949, $11 a ton, average. 

Mr. Nicno.tson. Is that different from other businesses like shoes, 
clothes? 

Mr. ArNALL. This is more favorable, we believe, for that base 
period. 

Mr. Nicnotson. Well, is it about the same, or is it more? 

Mr. Arnsty. No; as a matter of fact, you must keep in mind, 
Congressman, that the steel industry has reflected profits to a greater 
degree during war period, or preparation for war, than those other 
industries. 

It’s been a very critical industry in connection with war, so that 
chart would not be representative—I doubt if it would be—of other 
basic American industries. 

Mr. Tauuie. Governor Arnall, may I ask a simple question? 

In the event the law had not contained the Capehart amendment, 
would you have declined to grant the steel industry what that amend- 
ment does allow? 

Mr. ARNALL. Yes, sir; we would have. And let me show you why, 
Congressman. 

Let me sbow you this chart, and then I will come right to your 
question, because it goes into earnings, and I know that is what you 
are interested in. 

(The chart referred to follows:) 
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Mr. Arnau. Now this chart shows the earnings before and after 
taxes, for 1947-51, and the earnings level which, under our industry- 
earnings standard ‘would be used as a yardstick in order to decide 
whether they are entitled to a price increase. 

Now in 1947 the industry earned $1,070,000,000 before taxes; and, 
after taxes, $650,000,000. 

In 1948 ‘they earned $1,416,000,000 before taxes; and, after taxes, 
$870,000 ,000. 

In 1949, $1,115,000,000 before taxes; and, after taxes, $653 ,000,000. 

1947-49 average—that is the base per iod—average earnings, 
$1,200,000,000 before taxes and $724,000,000 after taxes. 

Now, then, in 1950—you see what ‘the Korean situation is doing to 
steel—in 1950 their earnings were $1,987,000,000 before taxes; and, 
after taxes, $1,007,000,000. 

In 195 i—vou see what the defense program is doing to steel—their 
earnings before taxes were $2,500,000,000; and, after taxes, $850,- 
000,000. 

In order to grant the steel industry this price increase that you mer- 
tioned which they get under Capehart because they are entitled to it 
under law—if that were not in the law, they would not be qualified 
for a price increase, because they would not meet our earnings stand- 
ard. Having earned before taxes $2,500,000,000, they could absorb 
or, stated another way, they would not be eligible for any price ir- 
crease until their earnings had dropped to $1,312,000,000. 

Mr. Cote. Before taxes? 

Mr. Arnau. That is right. 

Mr. Wotcorr. Could you break that down, Governor, on capital 
invested during that period? 

Mr. Arnau. This reflects capital investment. As they put more 
money in, it changed the base figure. 

For example, let me give you “these figures, and you will see what 
I mean. 

Before taxes, they made in 1947 $1,070,000,000. 

That jumped to $2,500,000,000 in 1951 before taxes. 

Now, the average for the base period was $1,200,000,000, and the 
earnings required by the standard in 1951 were $1,312,000,000. 

Now, that was adjusted to take care of increased capital in the 
business. It is adjusted for net worth so that it will provide a fair 
return from their new facilities; all of that is taken into consideration 
in the calculation. 

So I point out that the industry could absorb, after having made 
these adjustments for increased capital improvement or putting money 
into the company, selling more stock, they could absorb almost 
$1,200,000,000. 

Now, Congressman Cole, we talk about after taxes. Let me say 
this: If we applied our earnings standard to the steel industry differ- 
ently than we do to any other industry, so that we could say, “Tf you 
can show us after taxes that your earnings have dropped to less than 
85 percent of your best years, three best years of the period, after 
taxes,” they still would not be ‘entitled to a price increase after taxes. 

I am telling you these things, gentlemen, because I think we ought 
to know the facts. 
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Now, one other thing: These figures we use are correct. They have 
not been disputed. They will not be disputed, because they are 
based on the work of our statisticians and our agency and the help of 
the steel industry’s accountants, statisticians, and technical people. 

We have been working together for months. And the reason we 
have been working together is to get out the figures on the Capehart 
provision. 

Now let’s go to the next chart. 
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Mr. ArNALL. Here is a chart showing earnings before and after 
taxes, 1946-47, and earnings required by the industry earnings stand- 
ard, and these are based on the figures of the American Iron and Steel 
Institute. 

You will notice, as this chart shows, the industry earned $843,- 
000,000 on the average during the 1947-49 base period. This repre- 
sents a return of 18% percent on net worth, or owners’ investment. 
Taking 85 percent of this rate gives a minimum rate of return under 
the earnings standard of 15.7 percent on net worth, which would 
produce a current minimum earnings figure of $936,000,000, as is 
shown on the last bar of the chart. 

Actual 1951 earnings were $1,918,000,000; thus the industry could 
absorb cost increases amounting to a little less than a billion dollars, 
the difference between these last two bars on the chart. 

We estimate that these companies produced about 75 million tons 
of steel in 1951. Dividing the amount which the industry could 
absorb, $982,000,000 by 75 million tons of steel shows that they 
could absorb a cost increase of $13.10 per ton—more than two or 
three times the amount of the expected wage increase, depending upon 
the time period for which you take those cost figures. 

Mr. Coxe. All of which would come out of the taxes? 

Mr. Arnau. All of it would not come out of taxes, Congressman, 
because the wage earners would pay taxes too. There is no question 
about that. And the Government would have to pay higher prices 
for steel. So it would still be-—— 

Mr. Corie. And the wage earner’s dollar would go down? 

Mr. Arnau. Not if we hold the price line. 

Mr. Coxe. You are not going to hold the price line, sir. You are 
not talking about the price line. You were saying that in all this 
fuzzy thinking you were offering a higher price. 

Mr. ArNnALL. I wasn’t offering a higher price. I tried to make it 
plain that they are not entitled to a higher price. I tried to make it 
plain that the President and the Director of Defense Mobilization and 
the Economic Stabilizer thought we should go that far to avert the 
strike. 

Mr. Cotz. I will guarantee this to vou, that they get a higher 
price, and I am not in favor of them getting a higher price, but I am 
saying to you that they will get it. 

Mr. ARNALL. Congressman, are you saying 1 am going to give it 
to them? 

Mr. Coir. No; I am not saying anything. I am just saying 
they will get a higher price. 

Mr. Arnau. All right. 

Mr. Cote. Due to this wage stabilization decision. 

Mr. Arnau. Congressman, as long as the matter is in my hands, 
they are not going to get a higher price unless they can show they 
are entitled to it. 

Mr. Cour. Oh. 

Mr. Arnau. Let me add to—— 

Mr. Cour. They will get a higher price is what I am saying. 

Mr. Arnau. Let me say it again. As long as it is in my hands 
they will not get a higher price, period. 
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The CuarrMAN. I am going to call the committee in the usual order. 

Mr. Wotcorr. Mr. Chairman, it is 5 o’clock. 

Mr. Mutter. Is Mr. Patman through? 

Mr. Parman. No; wait just a minute. I was almost through a 
while ago, when he started on the charts. 

Are you through with the charts, Governor? 

Mr. ArNALL. Yes, sir; and we will put those in the record. 

Mr. Parman. I am through, Mr. Chairman. 

Mr. Wotcorr. Mr. Chairman, it is 5 o’clock. 

The CuarrMan. We will neet again in the morning at 10 o’clock, 
if the witnesses can be here. 

I understand that the House will be in general debate, so we will 
probably be able to pursue the hearings. 

(Whereupon, at 5:02 p. m., Tuesday, April 29, 1952, the committee 
adjourned to Wednesday, April 30, 1952, at 10 a. m.) 


(The following information was requested by Congressman Cole at 
pp. 241 and 242:) 


Among the 75 retail items in the Consumers’ Price Index which were at peak 
prices March 15, 1952, 13 may be associated with seven farm-produced raw mate- 
rials (barley, corn, cotton, milk for manufacturing, rice, wheat, and wool) for 
which the United States Department of Agriculture had announced price supports. 
Even though price supports for farm products are available they would not neces- 
sarily be effective in raising the level of farm prices unless farm prices fall below 
support levels, resulting in accumulation of significant quantities of farm products 
by the Department of Agriculture. Farm prices did not sag in the fall of 1951, 
except seasonally to a minor extent in a fewinstances. Consequently, the Depart- 
ment of Agriculture did not receive appreciable quantities of farm products on 
loan or otherwise. A moderate volume of cotton was received on loan but the 
total volume was relatively small compared to that of most recent years. 

Even if price supports were effective in holding up farm prices, it would be 
difficult to show a connection with peak or ceiling prices. The Defense Produc- 
tion Act of 1950, as amended, established three major legal minima to regulate 
imposition of ceilings on raw farm products, the most important one being the 
100-percent-of-parity rule. Therefore ceilings are by limitations of the act kept 
higher than the maximum permissible price supports. 

In the table below are listed the 18 major consumer products at peak prices, 
March 15, 1952, which were derived from farm raw products on which farm 
price supports had been announced. That these price supports were ineffective 
and therefore had no apparent effect on the peak retail prices of these items is 
indicated by the extent to which farm prices of the component raw products 
were above support prices. Wheat was within 1 percent of support prices on 
March 15, 1952, while the remaining six farm products were materially above 
support prices, corn and wool being 5 percent in excess and barley 23 percent. 
The 13 retail items accounted, however, for only 5.79 percent of the Consumers 
Price Index. 
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Comparison of specified consumers’ items at peak prices Mar. 15, 1952, with 
component farm-produced raw materials on which price supports were available 





Support status of raw material 
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WEDNESDAY, APRIL 30, 1952 


Hovusrt or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. 
Brent Spence, chairman of the committee, presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Rains, Multer, Deane, O’Brien, Addonizio, Dollinger, Bolling, Burton, 
Fugate, Barrett, Wolcott, Talle, Kilburn, Cole, Scott, Nicholson, 
McDonough, Widnall, and Betts. 

The CuarrMan. The committee will be in order. 

We will continue the hearings on H. R. 6546. 

I will recognize Dr. Talle. You may proceed, Dr. Talle. 

Mr. Tauxie. Thank you, Mr. Chairman. 

I should like to address myself to Mr. Putnam first. In private 
life you are a manufacturer, are you not, Mr. Putnam? 

Mr. Purnam. Yes, I am, Dr. Talle. 

Mr. Tauue. I have a letter here from a manufacturer in my district. 
I should like to read a little of it, and perhaps you will recognize his 
problem. 

He says: 

First your Government contracts are negotiated. They try to beat you down 
all they can on price. 

Have you had that experience, Mr. Putnam? 

Mr. Putnam. I have. 

Mr. Tauus. All right. Step No. 2: 


Then every so often, if you have a contract, they want to redetermine the price. 


Are those familiar words, Mr. Putnam? - 

Mr. Putnam. Those are familiar words to me from past experience. 
Generally, however, as I understand it, that step is provided for in 
the original negotiation, the contract sets forth the terms of redeter- 
mination, the when, and the wherefore, and the why. Unless it is 
provided for in the original contract they don’t redetermine the price. 
But I don’t think that has to do with our agency, has it? Maybe I 
should let you finish your question. 

Mr. Tatte. I thought I would ask you, Mr. Putnam, inasmuch as 
you are a manufacturer. 

Mr. Putnam. Yes, sir. 

ow Tae. So that we may talk about familiar words. 

0. 3: 


The third crack the Government takes at profits, is through renegotiation. 


Is that right? 
Mr. Putnam. I believe so, yes. 
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Mr. Tauue. No. 4: 


The fourth wallop is the so-called normal corporation tax. 


That is familiar to you too, I think? 

Mr. Putnam. Yes, sir. 

Mr. Tauute. Then No. 5 is the excess-profits tax. 

Mr. Putnam. Yes. 

Mr. Tauur. And that is familiar, too, I take it? 

Mr. Purnam. That is unfortunately not as familiar as the others are 
in my business. 

Mr. Tatuie. Well, sometimes I think maybe industry would get 
along better with Government if it were less efficient. Industry 
wouldn’t get into so much trouble. 

No. 6: After all that, we have the OPS formuta which restricts price increases, if 
profits are more than 85 percent of the industry average. 

I don’t have to test you on that, because you included it in the 
testimony you gave yesterday. 

Mr. Purnam. Yes; but they don’t apply to same things, though. 
They very seldom apply to the same things, those different steps, 
because most of the things the Government buys, in the form of 
munitions—the kind of things on which prices are redetermined— 
are not subject to price control. 

The standard articles that are subject to price control are not 
subject to redetermination. So I don’t think the same things happen 
in these different cases. At least that is generally so. 

Mr. Tauuie. Well, these steps are all steps this reputable manufac- 
turer, whom I know personally, and who is a successful manufacturer, 
has to go through. I may tell you he is president of an efficient and 
important manufacturing concern in Cedar Rapids, Iowa, and I can 
supply his name if you so desire. 

Then step No. seven, the final knock-out blow: The Wage 
Stabilization Board comes along for another crack, and he said he 
thought it should more properly be called the ‘‘Wage Stimulation 
Board.” 

Mr. Purnam. Of course, as I understand it—Mr. Feinsinger can 
correct me—it is only in disputes that they may make any recom- 


mendations for wage increases. Their job otherwise is merely to 


ratify increases that the employer asks to have granted. Am I cor- 
rect on that, Mr. Feinsinger? 

Mr. Fernsincer. Yes, sir. 

Mr. Purnam. Generally the employer and employee come to the 
Wage Stabilization Board asking their permission to put a wage 
increase into effect. Unless he has had a strike or something of that 
sort, the wage increases the Board has allowed in his case are increases 
he has asked the Board to allow. 

Mr. Tate. I may cut that off by saying he hasn’t had any strikes. 


He is getting along all right with his employees. But I wanted to. 


interrogate you, Mr. Putnam, inasmuch as you are a manufacturer, 
and I felt that these seven steps would be familiar steps to you. The 
record might show that you, Mr. Putnam, as a manufacturer, agreed 
that these are seven steps that my manufacturer back home has 
to deal with. 

Mr. Purnam. I recognize all the steps. I think it is very seldom 
that the same steps, all the same steps, are taken on any one trans- 
action. But manufacturers do have to go through those various steps. 
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As you say, I am a manufacturer, and, incidentally, you may be 
interested in this. In our own company, I checked up afterwards, 
after the steel wage recommendation had come out from the Board, 
and found that we had already given our own employees within one 
cent of what that recommendation was. That was the situation in 
our own company. So, in comparison, the steel recommendations 
don’t seem high to me. 

So I do recognize all those steps you cited. Now in my company, 
it was not a case of the WSB telling us to raise wages, we did it after 
asking the Board’s permission to do it. I think any wage increase 
this gentleman gave was done in the same way and not by. the Board 
ordering him to do it. 

Mr. Frinstncer. May I say, Mr. Congressman, that the farm 
equipment industry, representative companies therein, have volun- 
tarily granted more wage increases, since the stabilization period 
commenced, than our Board recommended for steel. 

Mr. Tauue. This firm makes huge shovels that can pick up a large 
quantity of earth and put it somewhere else. 

Mr. Frernstncer. You have John Deere plants in your State, I 
know, Harvester, and Allis-Chalmers. 

Mr. Tatty. Thatis right. There are large farm-equipment concerns 
in my district. 

Mr. Frrnstncrer. Those companies have actually paid more, 
through voluntary agreements with their unions, or voluntary peti- 
tions where they have no unions, they have paid more money volun- 
tarily, since stabilization began, than the Board recommended in the 
steel case, and if they have used up everything that is permissible 
under our regulations, the steel recommendations are not going to 
hurt them one single bit. 

Mr. Tauur. I am heartily in favor of genuine collective bargaining 
and the voluntary agreements so made. “The thing that is distressing 
to me is that while we speak about a free enterprise system, we speak 
about a private enterprise system, we speak about a profit and loss 
system, which term I like best--— 

Mr. Frrnstnaer. So do I. 

Mr. Tautr. So many things are done by Government that run 
counter to our ideals. It is pretty rough, 1 think, on a person who 
tries to carry on enterprise, when he has, as enumerated in this situa- 
tion, seven rough obstacles to meet, and all of them have to do with 
his own Government. It is his Government he has to face; it is his 
Government that sets up the obstacles. 

Mr. Frrnstncer. I think we that work for the Government on a 
fixed salary are in a worse position. We don’t even get cost of living 
increases. You don’t and I don’t. 

Mr. Putnam. I think also, this: I agree with you about the diffi- 
culties of doing business, but I think it has always been difficult in one 
way or another. But of these seven steps you speak of, please don’t 
look at us. Congress ordered all of those steps, and only one or two 
of the seven involve programs we administer. All the others are 
administered by other people, not by us. 

Mr. Tatue. Well, I wonder, now. I wonder. That leads me 
directly to a question I want to ask Governor Arnall. 

Mr. ARNALL. Yes, sir. 
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Mr. .Tauie. On page 22 of your prepared statement, quoting there, 
the last paragraph: 

In judging the need for price increases we must look first at the provisions of the 
law itself. 

Mr. ARNALL. Yes, sir. 

Mr. TA.we (reading): 

Two of the standards established in the Defense Production Act are relevant 
to the present case. The first is specific. 

And that is where you bring in section 402 (d) (4), familiarly known 
as the Capehart amendment. 

Mr. ARNALL. Yes. 

Mr. Tauue. That is in the law, of course. 

Mr. ARNALL. Yes. 

Mr. Tatue. Now the second one is on page 23 of your statement, 
second paragraph: 

The second relevant provision is more general. The Defense Production Act 
lays down the requirement that price ceilings must be “generally fair and equi- 


table.”’ To carry out this directive, the OPS, with the approval of the Economic 
Stabilization Administrator, has issued the Industry Earnings Standard. 


And then it goes on: 


This is the principal OPS standard used for determining which price increases 
should be granted and which should be denied, and it applies to the case under 
discussion. 

In other words, the steel case. 

Now, what authority in law is there for the Industry Earnings 
Standard? Did Congress set that up, Mr. Putnam? 

Mr. Putnam. Congress provided that we must have price ceilings 
that are “generally fair and equitable.” 

Mr. Tatur. That is right. 

Mr. Putnam. They left it to the President to establish standards 
for determining what was “generally fair and equitable.’”’ My pred- 
ecessor first tackled the job of setting up such a standard—you realize 
we must have a standard for measuring what is fair and equitable. We 
can’t just sav because one fellow’s hair is curly he gets a price increase, 
or because somebody else talks a little louder or cries a little louder he 
should get it. We must have a standard if we are to have this pro- 
vision of the law administered effectively. 

I think Governor Arnall went through that pretty carefully yester- 
day. The standard is based primarily on the standards set by Con- 
gress when it defined what are excess profits under the tax laws. 

Mr. Tauute. Then I will ask Governor Arnall—it is his statement 
and I shouldn’t address myself to you——— 

Mr. Putnam. I come into it because it is my office that set up the 
original standard. I went into it very carefully when I took on this 
job last December. The price office implemented it. 

Mr. Tauie. What is the legal justification, Governor Arnall, for 
the Industry Earnings Standard? 

Mr. Arnautyt. Number one, the industry earnings standard was 
promulgated by Mr. Eric Johnston, who was Administrator of the 
Economic Stabilization Agency, and that action established a basic 
pricing standard to be followed by the Office of Price Stabilization. 
And I would like to insert, if I may, a copy of that order to us—that 
is, it came from Mr. Johnston, who was Mr. Putnam’s predecessor, to 
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the Office of Price Stabilization, setting out how we should operate 
under this standard and saying what the standard was. 

The basis is simply this: The Congress said that we should, in the 
matter of price ceilings, have a price structure that was generally 
fair and equitable, and acting under that provision of law, Mr. 
Johnston established this standard, which he believed carried out the 
congressional mandate of pricing according to fairness and equita- 
bility. 

I point out to Congressman Talle, and to the gentlemen of the com- 
mittee, that this standard is identical with the old OPA standard, 
which was passed on by the courts numerous times, and held to be 
legally sound, as carrying out the mandate of the act that ceiling 
prices be fair and equitable. 

Not only that, 1 point out to the committee the fact that the stand- 
ard Mr. Johnston adopted is modeled after the standard that the 
Congress adopted in its excess-profits tax law. 

We believe that it is a fair standard. We believe that it is an equit- 
able standard. 

Mr. Tauuie. But Governor, do you contend that it is a part of your 
function, as Price Administrator, to regulate taxes and profits? 

Mr. Arnau. No, sir. We have nothing to do with taxes. 

Mr. Tatue. But on the other hand, you are employing what you call 
the Industry Earnings Standard? In other words, you are redistribut- 
ing property, are you not? 

Mr. ArNALL. Representative Talle, let me make it very plain, 
please: this standard was in effect—it went into effect in April of 1951, 
it was promulgated by Mr. Johnston, it was carried out by my pre- 
decessor, Mr. DiSalle. 

When Mr. Putnam came in, as Mr. Johnston’s successor, he ratified 
that standard. Since I have been Director of Price Administration, 
for something less than 3 months—since February 19, I believe it 
was—lI have operated under that standard. I think it is a fair stand- 
ard, a just standard, an equitable standard. 

Now, if the Congress wishes to give to the Office of Price Stabiliza- 
tion a better standard, or a fairer standard—if there be a fairer stand- 
ard—I wish to assure the distinguished gentleman and the committee, 
that I will conscientiously try to administer the standard that you 
write. 

I suggest, however, that this is a good, fair and equitable standard. 

Mr. Tauue. In other words, then, Governor, the Congress did not 
establish the standard, and the one that is being used by the Price 
Stabilization Agency is Mr. Eric Johnston’s opinion of what is fair and 
equitable? 

Mr. Arnau. Well, the Congress told the Economic Stabilization 
Agency, the Administrator, Mr. Putnam now, and the Director of 
Price Stabilization, myself now, to fix ceiling prices that are fair and 
equitable, and it was necessary, I submit, to the committee, to have 
some kind of standard that met this requirement. 

We have such a standard. We believe that that standard is 
necessary under the direction of the Congress. We believe it is 
imperative that we augment or implement or carry out the direction 
of the Congress. I do not know how we could operate the agency 
without standards, regulations or rules, as you directed us, under 
this act, to have. 
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Mr. Tauue. It is true, then, that you are operating under a rule 
that represents the opinion of Mr. Eric Johnston, as to fairness and 
equitability, a standard which has not been subjected to court 
examination? ; 

Mr. ArNALL. No, it represents Mr. Johnston’s opinion. It repre- 
sents Mr. Putnam’s opinion. It represents Mr. DiSalle’s opinion. 
It represents my opinion. And it represents the opinion of the 
courts, who have said it carries out the congressional mandate of 
“fair and equitable.” 

Mr. Tauue. But the courts have not passed on this particular one? 

Mr. ARNALL. Yes, sir, they have. Not since OPS has used it, 
but the same standard that OPS uses, was specifically passed upon 
when it was used by OPA, and I will be happy to supply the clerk 
of the committee with the cases where that standard has been upheld, 
as being fair and equitable, in line with the mandate of the Congress 
of the United States. 

(The information referred to is as follows:) 


MEMORANDUM ON THE VALIDITY OF THE INDUSTRY EARNINGS STANDARD UNDER 
THE PROVISIONS OF THE DEFENSE PRopucTION Act or 1950 


The industry earnings standard was set forth in a letter dated April 21, 1951, 
from Mr. Erie Johnston, then Administrator of the Economie Stabilization 
Agency, to Mr. Michael V. DiSalle, then Director of the Office of Price Stabiliza- 
tion. The letter stated in pertinent part: 

“The basie standard reflecting the minimum requirement of law (apart from 
certain farm and food commodities) shall be as follows: 

“1. The level of price ceilings for an industry shall normally be considered 
“generally fair and equitable’ under the Defense Production Act if the dollar 
profits of the industry amount to 85 percent of the average for the industry’s best 
3 vears during the period 1946 to 1949, inclusive. The profits should be figured 
before Federal income and excess profits taxes and after normal depreciation only, 
with adjustments made for any change in net worth.’ ” 

The industry earnings standard as set forth constitutes the administrative 
interpretation of the requirement in section 402 (ec) of the Defense Production 
Act that: 

‘‘Any regulation or order under this title shall be such as in the judgment of the 
President will be generally fair and equitable * * *.” 

It is clear that the industry earnings standard is a valid and appropriate means 
of carrying out the “generally fair and equitable’ requirement of the Defense 
Production Act of 1950, as amended. 

Identical language in the Emergeney Price Control Act of 1942 led to the 
development by the Office of Price Administration of an industry earnings standard 
very similar to the present one. The industry earnings standard of the Office of 
Price Administration was upheld, approved, and applied by the Emergency Court 
of Appeals in many cases under the Emergency Price Control Act of 1942 and its 
extensions, and it is significant that, in several of the cases approving the industry 
earnings standard, petitions for certiorari were denied by the United States 
Supreme Court. No case has been found in which the court rejected the industry 
earnings standard or deemed it improper in any way under the statute. 

The main case dealing with this subject is Gillespie-Rogers-Pyatt Co., Inc. v. 
Bowles (144 F. 2d 361 (1944)). In this case, the grounds for protest were that 
the prices were no longer fair and equitable because of increased costs of produc- 
tion and distribution and decreased profit margins which had occurred since the 
issuance of the regulation. The protests were denied by the Administrator upon 
the grounds that the protestants had failed to establish that the maximum prices 
had ceased to be generally fair and equitable as measured by the pricing standards 
of the Administrator. The court squarely held that the industry earnings 
standard was a valid standard for determining whether a maximum price is 
generally fair and equitable within the meaning of the act. The court, in dis- 
missing the complaint, said: 

“The complainants argue that these administrative standards do not correctly 
interpret the mandate of the act that maximum prices shall be increased when 
they are no longer generally fair and equitable. They strongly urge that the 
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statute does not authorize the industry earnings standard but contemplates the 
fixing of maximum prices for each individual product upon a level which will 
permit the realization of a profit thereon without regard to the other earnings of 
the industry. We cannot accept the complainant’s contention, however, since 
we are satisfied that the standards which the Administrator has adopted as 
pricing guides to be used in determining when increases in maximum prices must 
be made are fairly calculated to carry out the mandate and purposes of the act. 
* * * Consequently the effect of the aggregate of the maximum prices of all 
the commodity items dealt in by a multiple-product industry upon its over-all 
operations and profits and the resulting increase or decrease in industry earnings 
is relevant in considering the question whether the maximum price of a particular 
item continues to be generally fair and equitable to the industry. * * * 

In this case the court went on to quote, at great length and with approval, 
from a Memorandum submitted by the Price Administrator’s counsel to the 
Committees on Banking and Currency of the Senate and House of Representatives 
which memorandum sets forth the factors involved and the reasons to support 
the industry earnings standard. (See Senate hearings on 8. 1764, 78th Cong., 
2d sess., pp. 1410, 1411; House hearings on H. R. 4376, 78th Cong., 2d sess., 
pp. 1990, 1991.) 

As pointed out by the court in the Gillespie case, there is no doubt that Con- 
gress fully understood and approved the use of the industry earnings standard 
when it extended the Emergency Price Control Act by the enactment of the 
Stabilization Extension Act of 1944. The Administrator’s use of the industry 
earnings standard and the reasons for its use had been clearly disclosed to Con- 
gress in connection with the consideration of the latter act. The memorandum 
of the Administrator’s counsel was before the House and Senate Committees 
on Banking and Currency, the subject of pricing standards was discussed at the 
hearings before the committees, in the report of the Senate committee and in 
the debates. (See testimony of James F. Brownlee, Deputy Administrator for 
Price; Senate hearings on 8. 1764, 78th Cong., 2d sess., pp. 77-96; House hear- 
ings on H. R. 4376, 78th Cong., 2d sess., pp. 55-62; S. Rept. 922, 78th Cong., 
2d sess., supplemental statement, pp. 45, 47; 90 Congressional Record, pp. 
5619-5622.) 

Therefore, it appears that Congress intended to and did fully approve the 
Administrator’s application of the “generally fair and equitable’ provision, 
including the industry earnings standard, when it retained in the 1944 act the 
identical words “generally fair and equtable”’ after the Administrator had adopted 
his pricing standards as an interpretation of this statutory language and after 
Congress had been fully informed thereof. 

Although the Gillespie case contains by far the most thorough analvsis and 
consideration of the industry earnings standard, this subject was before the 
courts for reconsideration on numerous occasions and in every case the court 
reiterated its approval of the industry earnings standard and reaffirmed its validity 
under the statute. (See Armour & Co. v. Bowles, 148 F. 2d 529 (1945), cert. den. 
325 U.S. 871, 65 S. Ct. 1411 (1945). 

“In Gillespie-Rogers-Pyatt Co., Inc., et al. v. Bowles (Em. App., 1944, 144 F. 2d 
361, 364), we considered and upheld the standards generally applied by the 
Administrator in cases of multiple-product industries for the purpose of determin- 
ing whether maximum prices are generally fair and equitable within the meaning 
of the act. Under the industry earnings standard adopted by the Administrator, 
as a general rule, price increases are allowed to compensate for those cost increases 
which the industry cannot absorb without impairment of its normal peacetime 
earnings. Even though a price increase is not required under the industry earnings 
standard, an increase may be required under the so-called product standard, which 
is used as a secondary pricing guide in the case of multiple-product industries. 
Under this standard, unless it has been the industry’s practice to sell some of its 
products below cost, the Administrator considers himself required to increase the 
maximum price of any particular product sold by the industry, ‘if its current 
maximum price should fail to cover the out-of-pocket costs incurred by the high- 
est-cost firms which are not included in the industry’s high-cost marginal fringe.’ 
We pointed out in the Gillespie case that Congress fully understood and approved 
the use by the Administrator of the industry earnings and product pricing stand- 
ards when it extended the Emergency Price Control Act, 50 U. 8S. C. A. appendix 
section 901 et seq. by the enactment of the Stabilization Extension Act of 1944, 
50 U.S. C. A. appendix section 961 et seq.; and we concluded that the application 
of these standards by the Administrator in multiple-product industries ‘is a 











146 | DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


reasonable exercise of the discretion conferred upon him in the administration of 
the act and is in consonance with its mandate.’ ” 

Modern Manufacturing Co. v. Fleming (160 F. 2d 892, 896 (1947), cert. den. 
331 U. 8. 850, 67 S. Ct. 1742 (1947)): 

“{4] It was also objected that the regulation on its face was not generally fair 
and equitable in that it prevented manufacturers from passing on increases in 
costs which had occurred since the base period. No evidence was adduced to show 
the extent of such increases or their effect upon the earnings of the industry as 
compared with the level of industry earnings during a representative period prior 
to price control. In this state of the record we cannot find that the established 
maximum prices during the period now in question were not generally fair and 
oon aon) (See Gillespie-Rogers-Pyatt Co., Inc. v. Bowles, Em. re 1944, 144 

fy 361. 

Fournace v. Bowles (148 F. 2d 97, 101 (1945) cert. den. 325 U. 8S. 884, 65 S. Ct. 
1573 (1945)): 

‘T10-12] The evidence offered in support of these allegations is insufficient to 
meet the burden which rests upon the complainant to establish that the regulations 
are not generally fair and equitable. No offer is made of evidence showing the 
effect of the regulations on complainant’s operations as compared with the results 
in some representative period before price control. It is settled that a showing 
of increased costs alone is insufficient. * * 

Curtiss Candy Co. v. Clark (165 F. 2d 791, 795 (1948), cert. den. 334 U.S. 820, 
68 S. Ct. 1084 (1947)): 

“{6] We should observe in this connection that the evidence discloses that during 
the period involved in the enforcement action, complainant’s net profits were 
higher, both as a matter of dollars and cents and as a percentage of sales, than in 
any of the years from 1936 through 1939. There is no evidence as to industry 
profits generally but, in the absence of contradictory evidence, we must assume 
that complainant was representative of the industry. In other words, the record 
is wholly insufficient to show that the regulations are generally unfair or in- 
equitable” (Gillespie-Rogers-Pyatt Co., Inc., et al. v. Bowles Em. App., 144 F. 
2d 361).” 

(See also Capitol Foundry Co. v. Bowles, 146 F. 2d 855, 857 (1945); Heinz v. 
Bowles, 149 F. 2d 277, 279 (1945); Vitamins v. Bowles, 149 F. 2d 497, 498 (1945); 
Allied Foods v. Bowles, 151 F. 2d 449 (1945).) 

The industry earnings standard which had been approved and applied in price 
control cases was even approved as a proper test in the area of rent control. (See 
315 West 97th Street Realty Co. v. Bowles, 156 F. 2d 982, 985 (1945) :) 

“The complainants’ second contention is that the regulation is not generally fair 
and equitable because it prevents landlords from realizing the profits which they 
normally enjoyed before the impact of defense activities. The Administrator con- 
cedes the appropriateness of this test of the validity of the regulation and indeed 
urges that it is the only practicable way to measure the fairness of the return 
which landlords will realize on their investment. This court has upon several 
occasions given tacit approval to sucha test. * * * 

“The test of the historical return has been applied by the Administrator in price 
control also. By the use of the so-called industry earnings standard he has per- 
mitted price increases in order to compensate for those cost increases which an 
industry could not absorb without impairment of its normal peacetime earnings” 
Gillesme-Rogers-Pyatt Co. v. Bowles, Em. App. 1944, 144 F. 2d 361). 

Although there has been as yet no court decisions on the validity of the industry 
earnings standard as announced by the Economic Stabilization Administrator 
and as applied by the Director of Price Stabilization, it seems clear that Congress 
by using the identical wording in the Defense Production Act of 1950, as amended, 
intended to approve the industry earnings standard established by the Office of 
Price Administration and applied by it over a period of years during which it was 
many times upheld by the courts. Since the present industry earnings standard 
is very similar to that which was used by the Office of Price Administration, there 
can be little doubt that it is valid under the Defense Production Act of 1950, as 
amended. 

As stated earlier in this memorandum the present industry earnings standard 
was announced on April 21,1951. Since that time it has been consistently applied 
by the Director of Price Stabilization both in the drafting of regulations, orders, 
amendments, and supplements thereto and in the handling of protest proceedings 
and court cases. 

There is no doubt that when considering the 1951 amendments Congress was 
aware of the administrative construction by the Economic Stabilization Adminis- 
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trator and the Director of Price Stabilization of the terms ‘‘generally fair and 
equitable” as contained in the 1950 act. (See statement of Charles E. Wilson, 
Director of Defense Mobilization, hearings before Senate Committee on Banking 
and Currency on §. 1397, 82nd Cong., Ist sess., pp. 21-22; statement of Eric 
Johnston, Economic Stabilization Administrator, ibid, pp. 521, 561, 564; state- 
ment of Michael V. DiSalle, Director of Price Stabilization, ibid, p. 632; ibid, 
pp. 594-597, 1555, 1802, 2211, 2778. See also hearings before the House Commit- 
tee on Banking and Currency on H. R. 3871, 82d Cong., Ist sess., pp. 1116-1117, 
1256-1257, 1466, 1748, and 1981, 97 Congressional Record, pp. 7223, 7683, 8373.) 

Mr. ARNALL. Let me point this out again; I can’t do it too much: 
This is not the act of Ellis Arnall, nor Roger Putnam, nor Nat Fein- 
singer. It is the Congress’ enactment, and we are, in our judgment, 
doing what you want us to do. If we are not, you tell us what to do 
and we will do it. 

Mr. Tauuie. Governor, using your own statement, I repeat—page 
23—Defense Production Act lays down the requirement that price 
ceilings must be generally fair and equitable.”’ 

That is from the law. But you have not shown me, Governor, 
that the Congress of the United States, in this law, has approved 
what is called the Industry Earnings Standard, and that is where your 
85 percent rule comes in. 

Mr. Purnam. May I, Congressman Talle, just add this: that in- 
dustry earnings standard was promulgated by my predecessor, and 
was promulgated months and months before Congress renewed the 
present act. Congress was familiar with that standard. They went 
into it last year. They did not instruct us to change it when they 
renewed the present act. 

It is an identical standard with that which was approved by the 
courts under previous similar laws. The courts said a standard of 
this type carried out the congressional mandate that price ceilings be 
“generally fair and equitable.” 

Mr. Tauie. Well, I will say to the Triumvirate before me—I 
don’t want to make a Roman holiday out of this—it is not a holiday 
to me, it is too serious for that—but I am not impressed by your 
defense. I still believe that you have no authority for using an Indus- 
try Earnings Standard. 

Mr. Arnau. Mr. Talle, may I add one further thought in this 
discussion, which might be helpful? The Congress passed what was 
known as the Emergency Price Control Act several years ago. That 
was in 1942. 

It was under that act that OPA came into operation. 

Now in the Emergency Price Control Act of 1942, the Congress 
laid down a rule that prices should be generally fair and equitable. 

Then under that construction or mandate of the Congress, OPA 
evolved a standard, and OPA had an earnings standard—the same 
kind of standard OPS has. 

That was passed on by the courts and approved as being equitable 
and fair. 

Now, then, when the Congress enacted the Defense Production Act 
of 1950 using the identical language it used in the Emergency Price 
Control Act of 1942 to the effect that prices should be generally fair 
and equitable, and since the Congress knew that the OPA had used 
this very similar earnings standard which had been approved by the 
courts, it follows, I believe, that the Congress approved the industry 


earnings standard, 
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If that standard had not been acceptable to the Congress, I submit 
that it would very clearly have said ‘‘When we use the words ‘fair 
and equitable prices,’’’? we mean a standard different from the one 
that the Government has been using since 1942. 

Mr. Coxe. I want to interpose something here, with Dr. Talle’s 
permission. 

How do you justify that statement, with regards to the Capehart 
and Herlong amendments, which are the congressional disposition of 
the fair price standards? How do you justify your statement in 
connection with the enactment of the Herlong and Capehart amend- 
ments? 

Mr. Arnau. Because Capehart and Herlong—Capehart, is written 
into the act itself. 

Mr. Cote. That is right. 

Mr. Arnau. So we justify that as doing what the Congress says 
“do”? whether we agree with it or not. I don’t agree with these 
amendments, but whether we do or not, we administer them to the 
best of our ability. That is my duty. They provide standards in 
addition to the generally fair and equitable one. 

Now, then, as far as the fairness and equitability is concerned, we 
operate under standards similar to one that has heretofore been em- 
ploved. I do not think that we are in error on that, Congressman. 
If we are, you correct us. I want the Congress to have us do what it 
wants done. We will do the best we can. I justify it because I think 
the po@ition we take is right, proper, and just. 

Mr. Tauue. I would like to turn to another matter, Governor. 

You will remember, yesterday, in your presentation, you used a 
number of charts. 

Mr. ARNALL. Yes, sir. 

Mr. Tauue. I think one of them had to do with wool, did it not? 
Another with hides and leather? 

Mr. ARNALL. Yes, sir. 

Mr. Tatie. How many of the commodities represented on those 
charts have now been decontrolled? 

Mr. Arnau. Hides, and wool, and the other ones were cotton and 
synthetic fibers and textiles. We have suspended the ceiling on wool; 
we have suspended the ceiling on hides; and we are now studying 
whether or not we can safely suspend the ceiling on raw cotton. 

Mr. Tauue. I think there were 16 items, were there not, that were 
decontrolled yesterday? 

Mr. Arnaut. Suspended. Last week, yes. 

Mr. Tatie. Last week? 

Mr. ARNALL. Yes, sir. 

Mr. Tautie. What were those charts intended to show, Governor 
Arnall? 

Mr. ArNALL. Those charts were intended to show the price rela- 
tionships between raw materials on the one hand, and finished items 
made from those raw materials on the other. 

They were intended to show the disparity sometimes existing 
between raw materials which were selling well under the ceiling, and 
the finished items which were selling very close to the ceiling. 

Mr. Tauue. In other words, it takes time to raise a sheep, and to 
a the wool from the sheep’s back to my back in the form of a shirt, 
et us Say. 
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Mr. ARNALL. Yes. 

Mr. Taute. If that was the purpose, then, it was good education, 
setting out that it takes time to convert raw materials into finished 
products, is that right? 

Mr. ARNALL. No, sir; the purpose was to show how raw materials 
had been going up so fast, how wholesale goods had been going up 
rapidly, and retail goods had been going up, until the OPS put in 
the general price freeze. And after that time, prices were checked, 
scare-buying stopped, confidence was restored, and prices began to 
go down and level off. 

Mr. Tae. Are you sure you are not claiming too much, Governor 
Arnall? 

Mr. ARNALL. Sir? 

Mr. Tauue. Are you sure that vou are not claiming too much? 

Mr. ArNALL. Representative Talle, listen: I don’t want to claim 
too much. If I am, forgive me, but I do tell you this, I want to 
claim something, because we are entitled to some of the credit for 
that. Maybe it is only a scintilla, but believe me, if we are not 
entitled to some credit for it, then this entire act of the Congress 
ought to be thrown in the wastebasket and forgotten. 

Mr. Tauue. Yes; I agree with that. 

Governor Arnall, in examining what has happened to prices, away 
back, starting with the Revolutionary War and down to now, we have 
these peaks, you know, peaks and valleys, all the way down through 
the years. 

Mr. Arnau. Right. 

Mr. Tate. As a matter of fact, I found your charts very interest- 
ing. 

Mr. Arnatu. Thank you, sir. 

Mr. Tauun. Yes, indeed. I think they were very well set up, and 
they refreshed my memory, but all they did tell, as a matter of fact, 
was that it takes time to convert raw materials into finished products, 
and during that interval of time, a number of things may come into 
the picture which may bring price rises or price declines. Anyone 
familiar with business forecasting realizes that what you pointed out 
in your charts is true, and it is very interesting, but I would say there 
is not anything unusual about that, because that has been true ever 
since people started to make things, and it does take time to make 
something, even if you just hew the bowels out of a log to make a 
rough canoe, as Robinson Crusoe tried to do, rather unsuccessfully, 
for sailing purposes. 

Mr. Arnau. Congressman Talle, let me, in the light of trying to be 
helpful, agree with what you say, and point out this fact: that there 
was another over-all conclusion that could be drawn from the charts, 
and that was the simple demonstration and exhibition that, beginning 
in 1918, if you recall, prices went up high. 

Mr. Tauue. That is right. 

Mr. Arnau. Then after the war they went down. Then when 
World War II came along they went up. Then after that they went 
down, until Korea, and then they went up, and then they dropped a 
little and then when the Chinese Communists came into the war, they 
went up again. 

Now I think we can go back to the days of the Continental Congress, 
and come right on up to our Nation’s fight for independence. And we 
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can even go on to the French and Indian wars, even to the period that 
is still fresh in the minds of some of us who live in the South, the recent 
unpleasantness we call down there the War Between the States—some 
of our grandparents down there remember the time that they papered 
their rooms with Confederate currency—and I am reminded of the 
fact that down in Richmond, Va., they were paying a thousand dollars 
a barrel for flour, $150 for a pair of shoes. 

Those days have been known in our own country, but here is why 
we have had these periods of inflation. 

History shows that every time that our Nation has engaged in a 
war, or prepared to defend itself, by emergency wartime expenditures 
or defense expenditures, that that has pushed prices up. And I judge 
that the Congress, being wise in the history of this country as it 1s, 
and being wise in economic and business policies, as it is, recognized, 
when it passed the Defense Production Act, that it was necessary to 
keep our economy in balance because we were spending vast sums and, 
preparing to spend vast sums, to defend our way of life and our system 
of government. 

Now that was the whole history of the Defense Production Act. 

If the Congress believes that emergency has passed, that we have 
passed the zenith in our defense expenditures, that the threat of com- 
munism no longer hangs over a free world, that the inflationary pres- 
sures that are present do not exist, then I tell you, Mr. Talle, and I 
tell this committee, holding it and you in the esteem that I do, that 
it is your duty, it seems to me, your patriotic duty, to abolish or let 
expire the Defense Production Act. 

But I want to make it very plain that if the Congress does that, 
vou are doing it because you believe that to be true, you believe those 
conditions to be true. And I tell you, gentlemen of this committee, 
in my judgment, the time is not vet at hand when we can safely take 
the lid off of our economy and allow the forces that will breed inflation 
to run wild. 

I make that statement because what you say is so true, Mr. Talle, 
historically, that we do have these peaks, and we do have these valleys. 
But I underline, and underscore, the fact that the peaks have always 
occurred when we were about to engage in war or were engaged in 
war, or when we were building the sinews of defense for our Nation 
by guiding ourselves to defend our Nation and our way of life. 

So the observation you make is eminently correct, sir. 

Mr. Tate. The highest peaks are representative of our war pe- 
riods, and, Governor Arnall, I have read the memoirs of the wife of 
Jefferson Davis, so I am somewhat familiar with Confederate money 
in those unhappy and disastrous days to which you have referred. 

Mr. ArNALL. You know, we are pleased, Congressman—you see a 
lot of these little Confederate caps on the children. A lot of them 
are worn by the children from Connecticut, and New York, and 
lowa; we like that, we are glad they are back in style. But we do 
not want our Confederate currency to come back in style. We just 
don’t want that. 

Mr. Tauie. Neither do we want the Continental currency to come 
back in style. 

Mr. Arnau. No, sir; we don’t want that. 

Mr. Tate. Because that fell to one two-hundred-eightieths of its: 
first value. 
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Mr. Arnaut. That is right. 

Mr. Tatue. From that sad fact we got the expression “‘not worth a 
continental.” 

Mr. Arnau. That is right. 

Mr. Tae. But we are heading straight that way. We are going 
there awfully fast. 

Mr. Arnau. There are many danger signs on the road. I agree 
with the distinguished Congressman. Many danger signs. 

Mr. Tautue. [ wanted to ask certain questions about the steel 
situation, but in light of developments since 4:30 yesterday afternoon, 
I will pass that by. 

Mr. ARNALL. I am delighted, let me say, that you are taking that 
view, because that situation is so fluid and changing so rapidly, that 
I can’t keep up with it. I don’t see how anyone can. But I am 
delighted that we are going to get away from steel for a while. | 
hope we will. 

Mr. Tauue. I would like to make one point about it, though: I 
have witnessed over a considerable period, and I have read some his- 
tory about what happened before I was born, that in so many coun- 
tries attacks on private property have occurred. So that decision 
yesterday was a godsend to our country, but I am afraid it is just a 
stop for a little while, because the judge can’t stop the ideology that 
brought on this attack on private property. That is the thing I am 
afraid of, and I don’t want to be on this planet, when the full blast 
goes against private property, because there won’t be anything to 
live for. 

But that is where the ideology is heading that was stopped momen- 
tarily by Judge David Pine yesterday. This little sermon I couldn’t 
let pass, because it means too much to me. 

Mr. ArNALL. It is an interesting observation, Congressman. 

Mr. Tauur. Now, I would like to ask Dr. Feinsinger a question. 
I have before me an editorial by David Lawrence, Mr. Feinsinger. 
I will quote just a sentence from it. He says: 


Indeed, the stipulation in the law— 
that is, the Defense Production Act— 


that there be a labor-management conference to set up standards, has not been 
followed by the President. 

I remember that requirement in the law very well. As Mr. Wolcott 
pointed out yesterday, we worked a long time on that law and we 
worked in conference through a whole night, and left at 5:15 one 
morning, after working all night, and then we worked through the 
afternoon, after a little rest and a late breakfast. 

Why wasn’t that labor-management conference called? The law 
asked for it. Congress asked for it when it passed the law. Why 
wasn’t it called? 

Mr. Frernsincer. Let me read section 501 and section 502, because 
they are brief, and I think to the point. 

Section 501 of title V, headed “Settlement of labor disputes,’ 

It is the intent of Congress, in order to provide for effective price and wage 
stabilization, pursuant to title IV of this act, and to maintain uninterrupted pro- 
duction, that there be effective procedures for the settlement of labor disputes 
affecting national defense. 


? 


says: 
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Section 502: 

The national labor policy shall be to place primary reliance upon the parties to 
any labor dispute, to make every effort, through negotiation and collective bar- 
gaining, and the full use of mediation and conciliation facilities, to effect a settle- 
ment in the national interest. 

And here is the most relevant portion: 

To this end, the President is authorized— 

the word is ‘‘authorized,’’? Mr. Congressman— 

(1) to initiate voluntary conferences between management and labor and such 
persons as the President may designate to represent Government and the public, 
and (2) subject to the provisions of section 503, to take such action as may be 
agreed upon in any such conference and appropriate to carry out the provisions 
of this title. The President may designate such persons or agencies as he may 
deem appropriate to carry out the provisions of this title. 

There is more, but those are the relevant portions. 

You are perfectly correct that such a conference has not been 
called. Why, I don’t know. But I can give you my best understand- 
ing of the subject. 

The procedure contemplated by section 502 is, I think, substantially 
the same as the procedure which was followed in 1942, just before 
the War Labor Board was established, and I think the record of the 
discussion, in your committee, will show that it was contemplated 
that if the President should call such a labor-management public 
conference, it would result in an over-all no-strike, no-lock-out 
pledge, and an agency like the War Labor Board, with the authority 
to intervene on its own motion, in all disputes which the Board thought 
were important, with subpena powers and all other trimmings— 
and it is my understanding, and I can’t speak as of my own personal 
knowledge on this, Mr. Congressman—it is my understanding that 
the President has not acted pursuant to that section, yet, because 
he does not want to take the first step toward an all-out no-strike, 
no-lock-out pledge, with the consequences that I have mentioned. 

Now then, what he did, and acting on the advice of his Mobilization 
Advisory Board, with industry dissenting, with agriculture, labor, 
and the public in agreement, what he did, in Executive Order 10233, 
amending 10161, was to provide for a reconstituted Wage Stabilization 
Board, with limited jurisdiction, to intervene in disputes where 
the Federal Mediation and Conciliation Service had certified that 
collective bargaining had failed, that mediation and conciliation 
had failed, and where the Defense Department had certified to the 
President that we couldn’t afford a strike, that the strike would have a 
serious impact on the defense effort. 

The Executive order further provides that, in such a case, the 
dispute will be referred to the Board. The Board then asks the 
parties to maintain the status quo, the Board usually appoints a 
panel to hold hearings, and to make a report, with or without recom- 
mendations, and the Board then issues recommendations, as Congress- 
man Cole pointed out yesterday, recommendations to the parties, for 
fair and equitable terms of settlement. 

Now, where the parties themselves voluntarily agree to submit a 
case to the Board—and we have accepted about nine such cases— 
the parties determine whether the Board shall make recommendations 
only, or make decisions, final and binding decisions. 
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The Board has no subpena power. Where it issues recommenda- 
tions, its recommendations have no legal sanction. 

Now we are not a title V board. I want to make that plain. We 
don’t claim to be a title V board. We don’t claim to have our 
authority to settle economic and noneconomic issues, from title V. 
We have at no time made that claim. 

Our authority—and that authority clearly extends to the union 
shop, to noneconomic issues, and to economic issues—the record will 
show that—our authority stems from Executive Order 10233. 

Now, I am not the President’s lawyer, but if you were to ask me, 
“How does he get the authority to issue such an order?’ to me the 
answer is quite simple. The President of the United States, in 
peace as well as in war, or in a temporary emergency like the present, 
clearly, in my judgment, has the power to seek advice any place he 
can get it, any place he chooses, advice as to how to settle a labor 
dispute which affects the national interest. 

Now, I know that when he asks a Government board for advice, 
formal, official advice, and that board, like ours, makes a recom- 
mendation, that is more than just the advice that a lawyer gives his 
client, or a doctor gives his patient. Of course, any time the Govern- 
ment, or a Government agency, makes a suggestion or a recommenda- 
tion, it has at least a moral sanction, if not a legal sanction. 

I am glad you raised the question, because I think that we should 
get rid of the notion once and for all that the Board claims to be a 
statutory board, or that the Board itself is violating its jurisdiction 
and authority. I don’t like to pass the buck to the President. Lord 
knows he has enough troubles. But the fact of the matter is each 
member of the Board took oath of office, under an Executive order, 
which by its terms and by its history, clearly gives the Board au- 
thority to handle these disputes and to make recommendations, using 
our best judgment as to what is fair and equitable. 

I don’t see why the Board, then, should be challenged, in any 
way, shape or manner for what it has done. We have acted pursuant 
to our oath of office. No industry member of the Board challenges 
that. No challenge can be made. 

Mr. Tatue. You were a member, I believe, of the National War 
Labor Board? 

Mr. Frernsincer. In World War II; ves, sir. 

Mr. Tauuie. In between the work of that Board, and your work 
now, what was your profession? 

Mr. Frernsincer. I am a professor of law at the University of 
Wisconsin. I teach a number of subjects, including banks and bank- 
ing, labor law, et cetera, and in addition to performing that job, I 
have served as an impartial arbitrator in a number of industries, in- 
cluding the automobile industry, the aircraft industry, agricultural 
implement industry, and several others. 

In addition to that, sir, I served as a representative of the President, 
or a representative of the Secretary of Labor, the Secretary of Com- 
merce, the Secretary of Agriculture, in helping to settle some west 
coast labor disputes, some Hawaiian labor disputes, and I also served 
on a Taft-Hartley injunction board, in the meat-packing industry— 
an injunction was not issued in that particular case- -and I have also 
served as chairman of various Presidential fact-finding boards, or 
other fact-finding boards duly appointed. 
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That, I think, is in the main, the history of what I have been doing 
since I left the War Labor Board. 

Mr. Tauux. Are you a native of Wisconsin? 

Mr. Fetnsincer. I was born in Brooklyn and moved at the age of 
1 year to Buffalo, N. Y. I lived in Buffalo until I went away to 
college. I did my college work and law work at the University of 
Michigan. I went from there to New York, Columbia Law School, 
for research work, for 1 year, and from there I went to Wisconsin to 
teach law, and I have taught law at Wisconsin University, University 
of Chicago, and University of Michigan, since that time. 

Mr. Tatuie. Thank you very much. I would like to ask each one of 
you distinguished gentlemen a question. We have a distinguished 
gentleman from Georgia here, Governor Arnall, and a distinguished 
gentleman from Massachusetts, Mr. Putnam, and a professor of law 
at the University of Wisconsin. 

I want to ask vou, what is your definition of the word “stabilization’’? 

Mr. Putnam. Which one are you asking first? 

Mr. Tauue. Shall we give the Governor precedence? 

Mr. Purnam. Perhaps I should take it first because, after all, I am 
the Stabilization Administrator. 

Mr. ArNaAuL. I want to please both of you gentlemen. I don’t 
want to get involved in this. You go right ahead. He is my superior, 
so I yield to my superior officer. 

Mr. Purnam. I was going to give a very, very short definition of 
“stabilization.’’ My definition of it is to preserve the value of the 
dollar. I think that is the shortest and simplest one. I don’t think 
that stabilization is accomplished by freezing. I think stabilizatien is 
keeping things in equitable balance, and we have, as our basis for the 
balance, the 6 months, roughly, before Korea. The economy was 
fairly well balanced then. We are trying to keep things in that sort 
of balance. 

Unfortunately, before we could get going on this thing, it was 8 
months after Korea and prices and wages and, in some areas, rents 
had gone up very fast. The economy was badly out of balance. 
But I think our record, since we took charge of things and put in our 
freeze and controls in January 1951, has been a very good one. We 
have kept things just as stable as they were kept during the period of 
very tight controls during the last war. 

I don’t know whether that gives you a definition of stabilization 
or not. It is a very hard thing to define in a few words in terms of 
this complex economy. 

Mr. ARNALL. One of the first things I did, when I was appointed 
to this very thankless and very unpopular and very difficult job, but 
one, which has to be filled by someone, since the Congress created 
the post, and maybe it is my duty to do it—the first thing I did was 
to get a dictionary and look up that word “‘stabilization.”’ 

Mr. Tauyie. That is what I have done from time to time. 

Mr. ARNALL. I wanted to see how to spell it, too. And the con- 
clusion I reached from that investigation led me to believe that 
‘stabilize’? means to keep in a stable position or relatively in equi- 
librium, or in balance. 

It is not an inflexibility that we impose on those over whom Con- 
gress asked us to make known its mandate, but rather that we try, 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 155 


as best we can, to keep prices and wages, and the economy generally, 
in proper relationship, and proper balance. 

Now that would mean, for example, that if wages were here and 
prices were also here, in an industry, you wouldn’t make any rules, 
perhaps. But when it is necessary you put them more nearly in 
proper balance under the standards that Congress has put into effect, 
or that we have adopted. 

For instance, if wages are lower than prices in relationship, then 
under standards Congress set out, or that WSB has adopted, they 
would try to put them in balance. 

That, to me, is what our job is—to try to follow objectively the idea 
of keeping the economy of the Nation on a basis of equality and 
equitability and fairness and justice. 

So I would say, Congressman, that to stabilize to me means to try 
to keep the proper relationship or balance between the various seg- 
ments of our economy. 

Mr. Fernsincer. Mr. Congressman, I have been looking at the 
dictionary during this discourse, and I find there are several defini- 
tions. There is one that I think comes close to the point. I would 
like to read it out: 

Stabilizer: A substance added to an explosive to render it less liable to spon- 
taneous decomposition. 

Mr. Parman. Will vou reed that over, please? 

Mr. FEINSINGER. Yes, sir. 

Stabilizer: A substance added to an explosive to render it less liable to spon- 
taneous decomposition. 

Mr. Do.tuincer. I suggest that be put in the record in bold type, 
Mr. Chairman. 

Mr. Frernsincer. That is only one definition. 

Mr. Tatue. Is it assumed that our country will decompose unless 
we have a number of stabilizers? 

Mr. Feinsincer. I think it is going to take a lot more than the 
people sitting before you to decompose this country. This country 
can even stand the three of us, and survive. 

Mr. Taute. I quite agree, and I think it was James Russell Lowell 
who said long ago that it must be pretty strong or else it couldn’t have 
survived all the quack remedies it has been subjected to. 

Thank you, gentlemen. That is all, Mr. Chairman. 

The CHarrman. Mr. Rains. 

Mr. Rains. Mr. Chairman, as you know, we meet at 11, and we 
have a roll call immediately. I would like to yield to my friend, Mr. 
Bolling, for a question to Mr. Feinsinger. 

Mr. Bouune. Thank you, Mr. Rains. 

The CuHarrmMan. Without objection. 

Mr. Bourne. I understand Mr. Feinsinger has another engage- 
ment this afternoon and I am particularly anxious to get this question 
in the record. 

Mr. Feinsinger, you and the other public members of the Board 
have been subjected to what I consider a ruthless and foul attack on 
your reputations and character. 

I would like you to comment on the attack which attempts to imply 
that you are a stooge for labor, by enlarging a little bit on your com- 
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ments of your own experience since your service on the War Labor 
Board, and if it is not now available, to put in the record, immedi- 
ately following your own reply, the biographies, with some explana- 
tion, of the other public members of the Board. 

(The biographical sketches are as follows:) 


BIOGRAPHICAL SKETCHES OF WaAGE STARILIZATION BOARD MEMBERS AS OF 
APRIL 22, 1952 


PUBLIC MEMBERS 


Nathan P. Feinsinger, Chairman, is a professor of law at the University of 
Wisconsin. He was in Washington with the National War Labor Board from 
1942 until 1946, successively as associate general counsel, director of national 
disputes, and public member of the Board. In 1946, he was Chairman of the 
Presidential Fact-Finding Board in the steel dispute, and performed the same 
job in the meat-packing dispute in 1948. In 1947, he was the special representa- 
tive of the Secretary of Labor in labor disputes in the longshore, public utilities, 
and Hawaiian sugar and pineapple industries. 

Mr. Feinsinger has often served as arbitrator, umpire, or impartial chairman 
under collective-bargaining contracts, including those of General Motors and the 
United Auto Workers, CIO; Allis-Chalmers Manufacturing Co. and the UAW 
Minneapolis-Honeywell Regulator Co. and the UAW; and Consolidated-Vultee 
and the International Association of Machinists, AFL. : 

Mr. Feinsinger graduated from and received a doctorate of jurisprudence from 
the University of Michigan in 1928, after which he spent a year doing sociolegal 
research at Columbia Law School. He has been a member of the faculty at 
Wisconsin since 1929, and has also taught as a visiting professor at the University 
of Michigan and the University of Chicago. He is the author of three books in 
the field of law. 

John T. Dunlop, professor of economics at the Littauer School of Public Ad- 
ministration, Harvard University, was vice chairman of the Boston Regional 
War Labor Board, and Chief of the Program Appraisal and Research Division of 
the National War Labor Board in Washington during World War If. He was 
also a public member of the Wage Adjustment Board for the Building and Con- 
struction Industry. Since the end of the war, Mr. Dunlop has been a consult- 
ant to Office of Economic Stabilization, Office of War Mobilization and Recon- 
version, the National Labor Relations Board, and Operations Research Office. 
He has served as arbitrator in various industries, including impartial chairman 
of the National Joint Board for the Settlement of Jurisdictional Disputes in the 
Building and Construction Industry. He is a member of the Atomic Energy 
Labor Relations Panel. He is author of several books and numerous articles on 
labor relations. 

He received both his A. B. degree and his Ph. D. from the University of 
California. 

Frederick H. Bullen, on leave from his job as secretary of the New York State 
Mediation Board, was chairman of the Cleveland Regional War Labor Board in 
1944-45. He was appointed a special mediation officer of the National War 
Labor Board in early 1942, and during that summer operated as special media- 
tion officer in the Cleveland area. He became the disputes director of the re- 
gional board before moving up as regional chairman. For a short time in 1950 
he was impartial arbitrator for the Ford Motor Co. and the UAW. 

He is a graduate of Cornell University. Studied at graduate school of public 
administration, Harvard University. He is a lecturer at the graduate school for 
public service, New York University. 

Benjamin Aaron is on leave from the University of California at Los Angeles 
where he has served as lecturer in labor law and research associate in the Institute 
of Industrial Relations since 1946. During the war, Mr. Aaron held the post of 
mediation officer for the National War Labor Board until his appointment as 
chairman of the Detroit Area Tool and Die Commission in 1943. In 1944 he was 
appointed chairman of the National Airframe Panel, and in 1945 he was made 
executive director of the Board. He also served as a member of the War De- 
partment’s Advisory Committee on Labor for Japan in 1946. 

From 1946 until his appointment to the Wage Stablization Board, Mr. Aaron, 
in addition to his regular work at the university, served as umpire and member of 
Government fact-finding boards in numerous labor disputes. From July 1950 
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to July 1951, he served as impartial arbitrator for the B. F. Goodrich Co. and the 
United Rubber Workers (CIO). 

Mr. Aaron received an A. B. from the University of Michigan, and LL. B. from 
the Harvard Law School, and did graduate research in labor law at the University 
of Chicago Law School. 

Thomas F. Coman has been a labor-relation analyst and reporter for the Bureau 
of National Affairs since 1941. Prior to that time he had been with the Associated 
Press in Detroit and Washington since 1934, also specializing in writing about 
various phases of labor relations. 

Mr. Coman graduated with an A. B. in journalism from Notre Dame University 
in 1925, and worked for a South Bend newspaper for 10 years before joining the 
Associated Press. 

Arthur M. Ross in on leave from the University of California at Berkeley 
where he is associate professor of industrial relations. He is an experienced 
arbitrator of management-labor disputes in the airframe, automobile, machinery, 
airline, electrical, and other industries. Among the companies where he has 
served as arbitrator are: Consolidated Vultee Aircraft Corp., Pan-American 
World Airways, Dow Chemical Co., Kuhlman Electric Co., Master Electric Co., 
and California Cotton Mills. In 1949-50, he served as assistant umpire under 
the iational agreement between the General Motors Corp. and the UAW—CIO. 
During World War II, he was associated with the National War Labor Board 
as Chairman of the New Case Committtee and Vice Chairman of the War Ship- 
ping Panel. } 

Mr. Ross has been consultant to the California State Employment Commission, 
the Institute of International Education and other agencies. He is author of 
books and articles on wages, collective bargaining, and industrial disputes, and 
has taught at Michigan State College and George Washington University as 
well as the University of California. 


INDUSTRY MEMBERS 


Hiram 8. Hall is vice president in charge of personnel functions of the Bigelow- 
Sanford Carpet Co. of New York City, where he has been since 1944. Before 
coming to the Bigelow-Sanford Co. Mr. Hall was the director of industrial rela- 
tions at Ranger Engine & Aircraft Co., Farmingsdale, N. Y. He previously had 
been manager of operations for Aircraft Radio Corp., and director and manager 
of the Queens Industrial Commission. He has been an instructor of labor law 
and collective bargaining techniques at New York University. 

Mr. Hall served with the United States Navy from 1917 until 1919 and re- 
ceived a law degree from Southern Law School, Athens, Ga. 

Milton M. Olander, a member of the labor relations committee of the United 
States Chamber of Commerce, has been director of industrial relations at the 
Owens-Illinois Glass Co., of Toledo, Ohio, since 1935. He has also been a mem- 
ber of United States delegations to International Labor Organization meetings in 
Paris, Mexico City, and Montreal. He also served as district representative for 
the training-within-industry program for the State of Michigan and the Toledo, 
Ohio, area from 1940-44. From 1922-24, Mr. Olander was football coach at 
Western Michigan College, in Kalamazoo, Mich., and from 1924 to 1935 he was 
assistant football coach and professor at the University of Illinois. 

Mr. Olander graduated from the University of Illinois in 1922, and received a 
master’s degree from Michigan in 1931. 

George W. Armstrong, Jr., is president of the Texas Steel Co., whose employ 
he entered in 1923. He is also president of Trinity Oxygen Co., director of the 
Wichita Falls & Wellington Railroad, a subsidiary of the M. K. T. Railroad, and 
is in the cattle business in Montague County, Tex. In 1922 and 1923, before going 
to Texas Steel, he was employed at Donner Steel Co., Universal Atlas Steel Co., 
and the Jones & Laughlin Steel Corp. During World War II, he served as one 
of ng chairmen of industry members of the eighth regional war labor board, 
in Dallas. 

Mr. Armstrong was educated in the public schools at Fort Worth, Tex. He 
attended Carnegie Institute of Technology. 

Richard P. Doherty has been director of the employee-erployer relations 
department of the National Association of Broadcasters since September 1946. 
Before that he spent 5 years as executive director of the Industrial Relations 
Council of Metropolitan Boston, which he helped to organize in 1941. In 
addition, Mr. Doherty had been head of the economics department of the Boston 
University College of Business Administration, the faculty of which he had joined 
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in 1927. He has had widespread experience in labor-management mediation, 
conciliation, and arbitration matters since NRA days. 

Mr. Doherty graduated from Clark University in 1925 and received a master’s 
degree from Brown University in 1926. 

Malcolm L. Denise joined the office of the general counsel of the Ford Motor 
Co. on June 3, 1946, and is now an associate counsel for the company specializing 
in labor law ans related matters. Before going to Ford, he practiced general 
civil law in Detroit, concentrating on labor law beginning in 1942. 

Mr. Denise attended college and received his law degree at the University of 
Michigan. 

Dwight Steele is president of the Hawaii Employer’s Council. Previously, 
he had been employed by the Distributors Association of Northern California 
since 1942, as a labor relations specialist and, beginning in 1944, as executive 
vice president. Before that, he had practiced law in California, having been 
admitted to the bar in 1939. 

He studied law at Bolt Hall at the University of California. 


ALTERNATE INDUSTRY MEMBER 


Hoey A. Hennessey is an industry member of the Review and Appeals Com- 
mittee of the Boara. He held the same position during World War II and was 
also an alternate industry member of the WLB. He is assistant to the managing 
director of the National Association of Manufacturers in New York City. From 
1945 until 1950 he was employed by the National Industrial Council in New York 
City. For many vears prior to that he was manager of the Carteret Industrial 
Association, of Carteret, N. J. 


LABOR MEMBERS 


Harry C. Bates has been president of the Bricklayers, Masons, and Plasterers 
International Union (AFL) since 1936. He has also been a member of the execu- 
tive council of the AFL since 1934. During the war, he was a labor member of 
the wage-adjustment board for the building and construction industry, both under 
the National War Labor Board and the National Wage Stabilization Board. He 
entered the trade as a bricklayer in Waco, Tex., in 1900, became a vice president of 
the international union in 1920, and was the treasurer from 1924 to 1928. 

Emil Rieve, who has been president of the Textile Workers Union of America 
since 1939, was an alternate labor member of the National War Labor Board 
during World War IT and also a labor delegate to the President’s Labor-Manage- 
ment Conference in 1945. He was president of the American Federation of 
Hosiery Workers from 1929 to 1939 and labor representative to the code authority 
for the hosiery industry in 1933 and 1935. He was also a member of Governor 
Lehman’s special committee on the State defense council, and a labor advisory 
committeeman to the Council on National Defense. He has also been an alter- 
nate member of the National Mediation Board and a member of the United States 
Government Wage and Hour Commission. He was a United States labor repre- 
sentative to the International Labor Office in Geneva in 1936. 

Elmer E. Walker, a general vice president of the International Association of 
Machinists since 1945, was appointed a substitute A. F. of L. member of the 
National War Labor Board in 1944. He has been a machinist since 1918, and, 
until 1933, was a working tool and die maker in various places in the Midwest. 
He has been a union official since that time. During the war, Mr. Walker served 
in various posts with the Government, including periods as national field repre- 
sentative of the apprenticeship service in the tool and die industry, special assist- 
ant to WPB Assistant Director Joseph D. Keenan, Director of the Office of 
Labor Consultants of the Smaller War Plants Corporation, and held memberships 
on various commissions. He is now resident vice president of the IAM. 

William C. Birthright is president of the Journeyman Barbers, Hairdressers, 
and Cosmetologists International Union of America, and sixth ranking vice 
president of the A. F. of L. He has been a member of the A. F. of L. since 1908 
and lives in Indianapolis, Ind. During the war, Mr. Birthright was chairman of 
the Marion County, Ind., county draft board, and he also served as a member and 
chairman of the Indiana State Personnel Board for 4 years. Earlier, he was 
secretary of the Tennessee Federation of Labor for. 15 vears. 
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ALTERNATE LABOR MEMBERS 


Lee W. Minton is president of the Glass Bottle Blowers Association, AFL. 
He is chairman of the shorter-workday committee and serves on a number of 
other AFL committees. In addition, he has represented the AFL in various 
capacities; he was a delegate to the International Trade Conference in 1947 and 
1948, a member of the Anglo-American Council on Productivity in 1948, and is a 
member of the board of directors of the Community Chest Councils. In 1951, he 
was elected vice-president of the American Federation of the Physically Handi- 
capped. 

Scie Brophy was for many years district officer of the United Mine Workers of 
America. From 1938 until 1950, he was director of Industrial Union Councils of 
the national CIO. During this time he also held the following positions: Member 
of the National War Labor Board, member of the President’s Committee on Fair 
Employment Practices, United States adviser to the Paris meeting of the 
International Labor Organization, and a consultant to the State Department at 
the Habana conference on international relations. In 1950 and 1951 he was a 
CIO member of the International Committee for Trade Unionism, which serves 
in an advisory capacity to the United Nations. 


TWO NEW LABOR MEMBERS (CIO) OF THE BOARD 


Benjamin Sigal has practiced labor law in Washington since 1946. He is 
general counsel to several CIO unions including the International Union of 
Electrical Workers, and the United Gas, Coke, and Chemical Workers. During 
World War II, he served as executive assistant to the ClO members of the National 
War Labor Board and held the same position with the National Wage Stabiliza- 
tion Board through May of 1946. Until this time, Mr. Sigal had been engaged in 
a private law practice in Pittsburgh. 

He graduated from the University of Pittsburgh and received his law degree 
from Harvard. 

Joseph Childs is vice president of the United Rubber Workers of America 
(CIO) and also a member of the CIO executive board. He is a member of the 
City Finance Committee of Akron, Ohio, and is active in civie affairs in Akron. 
He was formerly a labor member of the Cleveland regional WSB. He also 
served during World War II as an alternate labor member of the National War 
Labor Board. 

Mr. Frrnstncer. Mr. Bolling, one should never debate his own 
honesty or integrity. That has to be judged by the record, so I will 
exclude myself from my reply, but I would like to say a few brief words 
about each of my public-member colleagues. 

I want to say at the outset that the President has a great deal of 
difficulty in getting the public members to serve on this board. Most 
of you are familiar with what happened under the so-called Ching 
board, the first Wage Stabilization Board That broke up as a result 
of an intense and, in my opinion, unjustified attack by the labor mem- 
bers, upon the public members and upon the industry members. 

Certainly, with that background, anybody who came to Wash- 
ington to serve as a member of the board, knew that he was taking 
grave risks, risks that would affect himself, his family, and his whole 
professional future. 

It was perfectly obvious that the attacks would continue, for the 
reason that we do not have the patriotic stimulus of an all-out effort 
at this time, as we had in World War II, when people tended to sub- 
merge their differences and to unite in the common interest. 

Now, to accept an appointment to this Board meant, for some of the 
public members, leaving their families, on the west coast and else- 
where, and coming to Washington during a period of confusion, 
suspicion, unrest, and uncertainty. 

It meant, for several of my public-member colleagues, a substantial 
loss of income, because several of them have had umpireships, arbi- 
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trator’s appointments, et cetera, which yielded them a substantial 
income, outside of their teaching duties, if they were teachers, or 
outside of their professional duties, if they were lawyers. 

That income, in relation to arbitration, was income in the nature of 
professional fees and expenses, divided equally between the employers 
and the unions concerned. Let me make this clear: that arbitrators, 
umpires, impartial chairmen, or impartial referees, are selected by 
labor and management jointly, to decide questions of interpretation 
of the labor contract or to decide on new terms and conditions when 
the parties disagree, and they are selected because the parties have 
confidence in their experience, their integrity, and their judgment. 

That should be emphasized and reemphasized, in the light of the 
vicious attacks made on my colleagues—half-truths to the effect that 
they were on the payroll of labor—and when it was pointed out that 
they received half of their income from labor and half of their income 
from management, the answer was, “‘ Well, that makes it twice as bad.” 

Now, in several cases, these men had to bring their families to 
Washington. In one case that I know of, the wife of the public 
member requires medical treatment which is obtainable only in Cali- 
fornia. She uprooted her home, brought her children here to Wash- 
ington. I had my children here in Washington during World War 
II, and I want to say this is not a healthy climate for children who 
have been raised in another part of the country. 

I just can’t tell you the sacrifices that these colleagues of mine made 
to come down here and stick their necks into this noose, and I want 
to say this: People may disagree with what my colleagues have done, 
in respect to their votes on rulings, in voluntary cases, and recom- 
mendations in dispute cases, but I defy anvbody, I defy anyone, to 
provide one instance, or the semblance of an instance, demonstrating 
that these gentlemen have not performed their services fully in ac- 
cordance with their oath of office, to support the Constitution and the 
laws of the United States, and to exercise their best judgment in the 
performance of their day-to-day duties. Excluding myself, because 
as I said, I do not intend to defend myself, except to say that I came 
down here in May 1951, when the Board was reorganized, at the 
request of the President, against my physician’s advice, leaving my 
family behind, I came down here for 1 month to help get the Board 
organized. I stayed on for another month and then resigned and 
rejoined my family. 

In order to help out, I acceded to the President’s request to take a 
leave of absence from the fall semester of my teaching duties to come 
down here and serve as Chairman of the Board. Again I resigned in 
January and again acceded to the request of the President to stay on, 
knowing full well what was coming. 

Any child, studying the history of labor disputes in the steel indus- 
try, in the coal industry, et cetera, knew exactly what was coming, in 
terms of an attack on the public members by one side or the other. 
But none of us anticipated the vicious, unsupported, attacks that have 
been made upon my colleagues, and indirectly, upon their families, 
attacks which I am sure are causing irreparable damage to the profes- 
sional standing of these gentlemen, and to their entire future. 

Mr. Purnam. I would like to add one word on that, if I might, 
Congressman Bolling. Dr. Feinsinger has not talked about himself. 
I have known him since I have been down here, and have worked 
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with him very, very closely. We have dined together at least once a 
week, and we have been in consultation almost every day. I want to 
assure you that I think there is no better public servant. He has 
been sacrificing himself and leaving his family back home to stay 
here and do this job. I have got to add that word about him, because 
he didn’t talk about himself. 

Mr. Rains. Mr. Feinsinger, I would like to say, as I hear you 
make your statement, it reminds me of the life the Congressman 
leads, year in and year out. 

Mr. Feinsincer. There is no difference; | have sympathy for your 
position. 

Mr. Rains. I have for yours, too. 

The CHArRMAN. Have the papers carried your defense, with equal 
publicity, as they have carried the charges? 

Mr. Fernstncer. Not noticeably. I am reminded of a story told 
by my old colleague, Prof. William Payne. “If I wanted to keep a 
secret from a law student, I would put it in a footnote.” 

Mavbe the replies are contained in some footnote someplace, but I 
haven't seen even a footnot ce. 

The CHatrMAN. Well, there is a roll call in the House and we will 
have to answer it. 

Mr. Kitspurn. Is Mr. Feinsinger going to be back? 

Mr. Fernsinaer. | have a 2 o’clock commitment to appear before 
the Senate Labor and Public Welfare Committee. That jurisdic- 
tional arrangement was worked out by your clerk and their clerk. 

Mr. Kitpurn. I just want to ask Mr. Feinsinger three or four 
questions. 

The CHaArRMAN. I don’t think we can do that. He will be back 
again. 

Mr. Kitpurn. When? 

Mr. Fernsincer. I can’t. I will be glad to stav now but I simply 
cannot come back, because of arrangements beyond my control. 

Mr. Kinpurn. May I have 3 or 4 minutes? 

The CHarRMAN. You can have 5 minutes, but will you stop after 
that? 

Mr. Kinpurn. Certainly. 

The CuarrMaANn. All right. We must go to the floor. 

Mr. Kitpurn. Mr. Feinsinger—— 

Mr. Woxtcorr. There are several members on both sides who un- 
doubtedly would like to talk to Mr. Feinsinger as well as the other 
members of the panel. We have gotten into a situation here now 
where we can’t. This is a legislative committee that is going to 
handle this legislation. The Labor Committee in the Senate, with 
all deference to that great body, is not handling this legislation. I 
think this committee should have priority over these witnesses. 

Mr. Frrnstncer. May I suggest, Mr. Wolcott, that I don’t think 
I will be there very long. I could come back later this afternoon. 

The CuarrmMan. That will be satisfactory. 

Mr. Kitpurn. Well, just a minute, now, my turn is going to come 
here in a minute, I assume, and I want to talk to Mr. Feinsinger. He 
and | had a nice talk yesterday and I think we are pretty near in 
agreement—maybe not altogether—but at any rate, I want to have ¢ 
talk with him. 
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The CuarrMan. Well, take the 5 minutes now, and then we will 
have Mr. Feinsinger come back this afternoon. But you have got 
to limit yourself to 5 minutes because we have to go the the floor; 
you understand that. 

Mr. Kiteurn. Certainly, Mr. Chairman. Thank you. 

What I want to ask you about, I think the whole meat in the 
coconut in this Defense Production Act is title V, which has to do 
with labor disputes, and I think this, that the President has used that 
yrovision in there to circumvent the Taft-Hartley law, and if the 
Seti is convinced that that is the case, they will never pass another 
Defense Production Act. 

Now you and I talked about this yesterday, and where I disagree 
with you is, your Board is not set up to handle labor disputes. All it is 
set up to do is to advise, not to handle. 

Mr. Frernstncer. To make recommendations. 

Mr. Kitsurn. That is right, but not to handle them. 

Mr. Frrnstncer. I don’t know the difference between “handle” 
and ‘‘make recommendations.”’ 

Mr. Kitspurn. The difference is this. 

Mr. Fernstncer. We stop when we make our recommendation. 

Mr. Kinpurn. The difference is this: In the steel case, you folks 
went in there and tried to settle and handle that labor dispute, which 
I think was wrong. 

Mr. Fertnsincer. You mean after the recommendations were issued? 

Mr. Kiitspurn. The President used that to circumvent the Taft- 
Hartley law. 

Mr. Fetnstncer. Well, I am not sure whether you are criticizing 
the Board. 

Mr. Kinspurn. J am not criticizing you at all. I think you are doing 
a good job. 

Mr. Frrnstneer. Thank you very much. 

Mr. Kitpurn. You are operating under the conditions laid down by 
the law. I think you are sincere and honest and trying to do the best 
job you can. I haven’t read these ads that vou are talking about at 
all, so I don’t know about these criticisms. 

But I do think that the meat in the whole act is the labor provision 
in this law, because the President has used it to circumvent the 
Taft-Hartley law. 

Mr. Frivstncer. Mr. Kilburn, I cannot speak for the President, 
but I am confident that if it is the wish of this distinguished com- 
mittee to suggest to the President that he proceed to hold a labor- 
management public conference, pursuant to the terms of title V, that 
he will give it very serious consideration. But I am not sure that I 
would urge it if I were you and I will tell you why: because once you 
start down that road, then you have to ask for an all-out no-strike 
no-lock-out pledge, and you have got to have some board to handle 
the cases, and what is that board going to do? What will that board 
do? 

Mr. Kiieurn. No. We disagree on the fundamentals. I don’t 
think your board should handle labor disputes at all. 

Mr. Frrnstncrer. The President told us to. 

Mr. Kiisurn. I think the Taft-Hartley law should handle those, 
if they affect national emergency. Your Board has no judicial or 
semijudicial function at all. All you are to do is to advise, because 
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the first Price Control Act came in here and did not say anything 
about wages, so they put this title in, to mention wages, and you were 
supposed—and this is not your fault, I am not addressing criticism to 
you—you are not supposed to handle wage disputes. That is sup- 
posed to be under the Taft-Hartley law, but because the President 
is against the Taft-Hartley law, he won’t use it. And he could have 
used it. 

So he uses your Board to give his own men, the labor people, what 
they want, in effect. And that is the weakness of this law. 

And I think, if we have a provision in this law which continues that 
kind of an operation, you won’t get the law through, and I am for 
continuing price control, but I don’t want to see the Taft-Hartley 
law circumvented by any provision in this law. If you have a provi- 
sion like that it will never go through the House, I will tell you that 
right now. 

Mr. Fernsincer. Let me make this suggestion to you. I respect 
your opinion but I think you should know that some, if not most, of 
the cases that we have are of such a nature that you could not get a 
Taft-Hartley injunction. 

Mr. Kitspurn. All you are supposed to do is advise. 

The CHarrMan. The committee will now adjourn to reconvene at 
2 o’clock. 

Mr. Feinsinger will come back later. 

Mr. Fernsincer. I will come back as soon as I can. 

The CHarrMANn. Very well, and I think you will wish to come back 
because you are making a very splendid defense to the charges that 
have been made against you and the Board. 

Mr. Putnam and Mr. Arnall will be with us again at 2 o’clock. 

(Whereupon, at 11:15 a. m., the committee was recessed, to recon- 
vene at 2 p. m., the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2 p. m., pursuant to its recess. 

Present: Chairman Spence (presiding), Messrs, Brown, Rains, 
Multer, Deane, Dollinger, Bolling, Fugate, Barrett, Wolcott, Gamble, 
Talle, Kilburn, Cole, Nicholson, McDonough, Widnall, and Betts. 

The CHarrMan. The committee will be in order. 

I will recognize Mr. Rains, who desires to interrogate the witnesses. 
You may proceed, Mr. Rains. 

Mr. Rains. Thank you, Mr. Chairman. 

I have only a few questions. Gentlemen, I am addressing my ques- 
tion to both Mr. Putnam and Governor Arnall. I enjoyed the rather 
academic discussion we had this morning, but after all we are going 
to have to write a bill here one of these days, so I would like to ask 
some brass-tacks questions, if I may. 

The first one is: Why ask for 2 years instead of 1? Is there any 
particular reason for pe r for a 2-year extension, and if so, I would 
like it stated for the record? 

Mr. Purnam. Yes, sir; there was a reason for asking for 2 years’ 
extension. The defense production program is being stretched over 
an extra year, at a very high level, instead of hitting a peak, and then 
declining. Therefore we would have the inflationary pressures of this 
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high level of defense production for 2 years. Therefore, the act ought 
to be extended for 2 years. That was the intent. 

Mr. Rains. Of course, Mr. Putnam, from a practical angle, since 
a new Congress will come into being next January, do you not think 
it might be well for the Congress at that time, in the light of the facts 
and circumstances as they are then, to look at it again for the other 
year’s extension? 

Mr. Purnam. Mr. Congressman, I think whatever act the Congress 
gives us we will administer as best we can. I don’t expect the moon, 
but I will say this: For an organization as big as this is, it is very 
hard to maintain morale and keep it going when there is this kind of 
uncertainty every year. There is that advantage in a 2-year extension. 

I understand that last summer—I wasn’t here then—there were 
serious operating problems resulting from uncertainty over extension, 
what you do with your personnel, and so on. The longer you give 
us, based on a careful study of the problem, the easier it is going to 
be for us to keep our organization efficient for the period these controls 
are needed. 

Mr. Rarns. Of course, the American people and all of us, you 
as well as the Members of the Congress, would like to look forward 
to the day when it won’t be necessary to have any controls and to 
continue it for a 2-year period might not be well. It seems to me 
that the difference between 1 year and 2 years wouldn’t be a great 
bone of contention. 

Mr. Purnam. It wouldn’t be with me, Congressman, that is correct. 

Mr. Rats. One other question: I notice in this bill now before us, 
provision is made for livestock quotas again. I mean slaughter 
quotas. 

Mr. McDonovuau. They are to be repealed. 

Mr. Ratns. Request is made for the restoration of that. What 
is your idea about it? 

Mr. Purnam. That’s primarily a price control issue. I would like 
to have Governor Arnall answer that question. 

Mr. Rarns. All right. 

Mr. Arnatyi. Mr. Chairman, Congressman Rains, and gentlemen 
of the committee, we have asked for the repeal of the Butler-Hope 
amendment, which precluded this agency from establishing slaughter- 
ing quotas. 

We would like very much to have that amendment repealed, but 
I want to say to you, sir, and gentlemen of the committee, that, if in 
your wisdom and in the wisdom of the Congress you believe it best not 
to support our recommendation, I assure you and the members of 
the committee that I would undertake to comply with your wishes 
in that respect. 

So, while we recommend the repeal of the Butler-Hope amendment, 
if the Congress sees fit not to do that, we will undertake to do the best 
job we can with the act you give us. 

Mr. Rains. Governor, the original argument as made against that 
amendment was it would aid and support the build-up of a black 
market. What is the experience of your office with reference to 
black market in beef and livestock? 

Mr. ARNALL. In beef and livestock? 


Mr. Rains. Yes. 
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Mr. Purnam. Mr. Chairman, while Governor Arnall is consulting, 

I want to say I should have announced to you earlier that Mr. Fred 
Bullen, Vice Chairman of the Wage Stabilization Board, is here and 
can take questions that otherwise might have been addressed to 
Mr. Feinsinger. 

Mr. ARNALL. My delay in answering your question, Congressman 
Rains, is not due to any lack of opinion on my part. I wanted to 
confer with my people here on this particular aspect of our operation 
to get their views, and I find theirs coincide with mine. This is our 
opinion: We have not had any problem of black market in beef or 
meats recently, due to the fact that the market situation has softened 
up considerably during the past months. ; 

But we ask for the repeal of the Butler-Hope amendment simply 
because, if some contingency developed whereby the market became 
very firm and pushed the ceiling, then we anticipate that there would 
be a tendenev to create black markets. 

It is with that thought in mind that we make our recommendation, 
sir. 

Mr. Rarns. Did you have any trouble with the black market 
under the law enacted last year? 

Mr. ARNALL. | bave been here since February. I don’t know of 
any. Let me consult with my people. 

I am advised that, for a few months after the repeal of slaughter 
quotas last year, there was some trouble in regard to black markets. 
However, that trouble has passed. 

Mr. Rains. What is the outlook for beef and other livestock, so 
far as your agency can determine, as to whether or not it will continue 
soft or whether there may occur tight places in the market? 

Mr. ARNALL. Congressman Rains, we might have a tightening of 
that market this spring. 

Mr. Rains. For what reason? 

Mr. ARNALL. Seasonal reasons, largely. 

Mr. Rains. Another amendment which came in for a great deal of 
discussion in debate last year and in the conference committee, and 
in the newspapers since, is the so-called Herlong amendment. | 
would like to know how that affects the operations of the agency. 

Mr. Arnau. Well, as you know, Congressman, the Herlong amend- 
ment came about after the so-called Capehart amendment, or in 
connection with it, it being the thought of the Members of the Con- 
gress—the majority of them, in any event—that, if vou were going 
to give the manufacturers a price increase by reason of cost increases 
that had occurred since Korea up until June 26 of last vear, it was 
right to allow to wholesalers and retailers their customary mark-up 
percentages, even if that should lead to price increases. 

Now, we have been trying to work under Herlong and to give those 
mark-ups in conformity with the amendment and the law. We think 
we have been reasonably successful in carrying out the wishes and the 
expressions of the Congress in that regard. There have been some 
maladjustments. For example, the Herlong amendment has brought 
about some events that were not, in our judgment, in ihe minds of 
Congress when they passed the Herlong amendment. 

For example, under the Herlong amendment it has been necessary 
to allow certain types of wholesalers or retailers markups on excise 
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taxes whereby actually they have gotten a percentage of profit on the 
tax increases that have come about. 

For example, that is particularly true in the liquor business, in the 
perfume business, and in others. The group that handled these items 
has been enabled to get a profit on the tax which was imposed by 
Congress. And ceilings had to be increased to permit distributors, 
therefore, a windfall of what amounted to about $140 million over and 
above the amount of the excise-tax increase. 

I mention that because that is an evidence of how, sometimes, 
results come about that were not envisioned or intended when a par- 
ticular law or a particular amendment was enacted. 

We would like to see the Herlong amendment repealed, but I will 
tell you, Congressman Rains, and Mr. Chairman and gentlemen of 
the committee, if you keep Herlong in, against our recommendtion, 
we are going to do the best job we can under it. 

Mr. Rarns. We appreciate that, Governor. One other question. 
See if you can straighten us out, Governor, on this complaint which 
we have had. Retail grocerymen, for instance, complain bitterly in a 
good many instances that they don’t get the benefit of a markup as 
they do in clothing and certain other types of goods. What is the 
trouble with the retail grocer that he is not getting his markup under 
the amendment, and what is the difference between bis operation, if 
any, and the operation of a retail drygoods operator? 

Mr. Arnau. The problem is, that when you give them these 
percentage markups, they are based on historical and traditional 
patterns, and in many instances it has been very difficult to develop 
fully a recent industry-wide historical mark-up pattern in dollars and 
cents, or specific percentages, rather. 

And, if there are inequities insofar as the grocers are concerned— 
and my father, who is a grocer, is always complaining about it, I will 
tell you that—there is no reason why there should be, and we ought 
to be able to adjust it. 

Mr. Rains. On that—and I realize this is a matter of administra- 
tion and hasn’t anything to do with the law—the greatest complaints 
I bave had coming to me about the operation of this price-control 
section have been from the small-town merchants, who have a very 
poor bookkeeping system, who have no clerical help of any kind to 
assist them, and who in many instances don’t even know the prices 
of some of the articles which they handle, and they handle thousands 
of small articles in their stores, and they tell me if they could make 
their price charts under appendix E, without all this complicated 
stuff. Even some of the merchants in my district have beer hailed 
into Federal court under an injunction, and their plea was simply, 
‘We don’t know how.” And they were telling the truth. 

It seems to me that there should be some kind of a revision of that 
markup chart, or whatever you call it, so that it could be simplified 
for the smaller merchant who has no bookkeeping staff. Could 
anything be done about that? 

Mr. ARNALL. Congressman Rains, before I answer the question, 
let me tell you a little about my particular problem. 

Mr. Brown. Will you yield to me, Congressman Rains? 

Mr. Ratns. I yield. 

Mr. Brown. I have a great many complaints from many towns in 
my district from people engaged in the lumber business. 
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Mr. Arnau. Yes: I have, too. 

Mr. Brown. They allow some of the people engaged in the lumber 
business $10 a thousand feet more than their competitors in the same 
little town. That just hurts me. That ought to be corrected. 

Mr. ArRNALL. Congressman Brown, let me say to you and to Con- 
gressman Rains, I agree with you 100 percent, emphatically, without 
any equivocation, and I assure you that, if you give me a little time, 
we will iron out those defects and those irritants and those imper- 
fections. 

We are now working, for example, over there in OPS, on a small- 
retailer regulation with fixed mark-ups, and it will be my policy—you 
see, I have been here just about 2 months and most of that time I 
have been over before the Senate committees on confirmation and 
steel and all that other thing—but, if you will just give me a little 
time to work, I think you men on this committee will be pleased with 
what we accomplish. 

Let me say another thing, Congressman Brown: You called my 
attention yesterday to a matter, and I appreciate your calling my 
attention to it. 1 have gone into that, and I am going into it further 
when I have a little time, and I think, when we end up with that, 
you are going to be pleased with what we do. We are going to do 
what the Congress wants done and what is fair and equitable. 

Mr. Brown. Please stop hauling these constituents of mine into 
court. They sell lumber at the same prices as their competitors. 

Mr. Arnatu. Congressman Brown, let me tell you this: When I 
go home on week ends to Georgia, I get calls all day and all night 
from lumber dealers down there in the soft-pine business, and they 
claim that we don’t have a dollar-and-cents mark-up provision for 
soft southern pine; that we down there have got more pine than in 
the Northwest or the Northeast, and so forth; and therefore they are 
in trouble. 

We are working on that regulation, and I am trying my best to 
rectify any disparities or any injustices that might have come about. 

I want to assure you men, all of you gentlemen on this committee, 
I am just as anxious as you are to deal with these irritating problems, 
and I think we will be successful in doing that. Thank you, sir. 

Mr. Brown. Thank you, Mr. Rains. 

The CHatrMan. Will you yield to me, Mr. Rains? 

Mr. Rarns. Yes, Mr. Chairman. 

The CHarrMan. I have a constituent in mind who handles fluorspar. 
He also has a reduction plant. When the freeze came, he was selling 
fluorspar at $2 less a ton than other producers. He was selling for $38. 
The trade price was $40. They froze his price at $38, and he was in 
competition with men who were producing exactly the same goods 
and selling at $2 more than he could sell it. He came here and asked 
for relief. They couldn’t give him relief until he filled out, I think, 
10 or 12 questionnaires. He told me it cost him about $3,000 to get 
the experts to fill them out, and then, on final submission, he got 
his relief. 

Well, I told him: “This is a question of simple justice. It doesn’t 
seem to me that you ought to be caught in a web of red tape. You 
should be able to rectify this without all this red tape,’ and they said 
it couldn’t be done. They had to go through all this interminable 
red tape to finally give this man justice. 
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I think there ought to be some easy way to rectify those obvious 
mistakes. 

Mr. Arnau. Mr. Chairman, I agree with you; I think we should 
undertake in every way possible to simplify procedures, to do away 
with as much reporting as we can; and I think that where there is a 
clear injustice we ought to rectify it with a minimum of trouble. | 
think that is true. 

Mr. Purnam. I want to go on record on that. That is being done 


throughout all of the ESA agencies. After all, we are only just over 


a year old. We had to get started from scratch. We were told to 
clamp a lid on, and then we faced the problem of trying to rectify 
the injustices created by the freeze. 1 think all through the ESA 
organizations we have now got the time to go over the mechanisms, 
in order to cut out any unnecessary parts of it. 

There is an over-all ESA program review committee as well as one 
in each agency. We are all working in the direction of simplification 
of rules and procedures. 

The CuarrMan. I think that is one of the greatest services you can 
render, and I think that will do more to make the administration less 
oppressive to people than anything else you could do. 

Mr. Purnam. Well, as businessmen we know the importance of it. 
fam a manufacturer. Governor Arnall is an insurance man. 

Mr. ArNALL. | am a lawver. 

Mr. Putnam. Well, vou are an insurance man, too. 

The CuarrmMan. Well, justice ought to appeal to a lawyer, too. 

Mr. Arnau. Mr. Chairman, you are correct, and I assure you we 
are going to try to be helpful in this. 

Mr. Rarns. One or two other questions. Now one on policy. Of 
course you will think this is asked simply because I am from the cotton 
South, but one of the things that has greatly disturbed me, because I 
think it is silly, is to put a ceiling, and maintain a ceiling, on any article 
on which the price itself, because of the market, never gets anywhere 
near that ceiling. Iam not only referring to cotton, but I am referring 
to certain other “soft’? commodities that have ceilings on them, on 
which prices are never anywhere close to the ceilings. I would like 
to know one good reason, if I may, for the record, for the maintenance 
of ceilings on those articles. 

Mr. Arnau. Congressman Rains, let me take cotton for an ex- 
ample. 

Cotton today, I believe, according to the last figure I have seen, is 
about 2 days’ trading under the ceiling. In other words, if it went up 
the maximum allowed, which is $10 a bale, I believe, per day, in 2 days 
it would be just about up to the ceiling. I believe it dropped a little 
yesterday. Maybe the difference now is about two and a half days. 

Now, then, unless we keep in effect some kind of stopping point, if 
some development took place momentarily that would shoot it up, it 
would get completely out of line. Therefore, the theory is that we 
have got to maintain some kind of ceiling, not on cotton now—I am 
getting away from cotton but I am using that as an illustration—that 
would keep it from getting too far out of hand 

That is the theory. If we didn’t have a ceiling, we would have to 
impose one if it got completely out of range. The theory is that it is 
a safety valve. 
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Now I want to get back to Congressman Brown’s question yesterday 
about cottonseed oil, for example. I think that we ought to re- 
evaluate that situation, Congressman, because if it is way down, there 
is no need, it would seem to me, of tampering with that situation. If 
you are going to suspend it, suspend it. 

Mr. Brown. That is true, Governor. I know you want to carry 
out the intention of Congress and the law as written. 

Mr. ARNALL. Yes, sir. 

Mr. Brown. You have given much study to steel, and your testi- 
mony shows that you thoroughly understand the steel situation. 
But what you have done in the cottonseed oil case, I think, is to 
violate the spirit of the law if not the letter. 

Mr. ArRNALL. Well, we don’t want to do that. 

Mr. Brown. | know you don’t want to do that. But that is the 
effect. 

Mr. Rains. Well, now, what you have said is true about cotton. 
Here are some of the things that trouble me; and you are from a 
cotton section and you know about these problems. 

Cotton mills in my district—and I have many of them, as you 
know—are operating 3 and 4 days a week. Prices are going down, 
which, I think, is all right. But there is the constant threat over all 
textiles, and maybe other commodities, and so on, of a roll back, and 
as a result the market is being depressed to the place where in certain 
areas we are going to be faced with unemployment. That can be 
easily ascertained. 

Why can’t we have some kind of a formula, in this law, that provides, 
where any article—I will confess to you that I have toyed with this 
idea last year and I never could get my mind set on how it could 
work—whereby if it stays under the ceiling, a certain percentage, for 
so long, that it automatically becomes decontrolled and then put an 
automatic recontrol on it if it goes beyond a certain point or approaches 
the ceiling. 

Mr. Arnau. Congressman, if the Congress wanted to do that, of 
course there is nothing to preclude the Congress from so doing. 

However, I would recommend against it. I think, for example, 
that we can do a better job of stabilization if we have a degree of 
flexibility in dealing with these matters. As I pointed out in con- 
nection with the Herlong amendment, sometimes, when vou write a 
law, it ends up doing something that vou didn’t have m mind. 

Mr. Rarns. That very frequently happens. I realize that. 

Mr. Arnati. Now my judgment is that if the Congress gives us the 
gcuidepost, and gives us a law that we can reasonably well operate under 
with a degree of flexibility, then if vou get vourself an Administrator 
who will handle that law properly, he can do a better job than by 
being handcuffed by this detailed spelling out in the act. 

Let me give you an illustration of what mean. Down in my State, 
not many years ago, as Congressman Brown knows, we wrote a new 
constitution for the State, and we were constantly embroiled in the 
simple question of whether we would spell out each provision and sav 
what should be done, or whether we would make it » general law and 
leave leeway to the legislature or administrative officials, for example, 
to carry out its mandates. 

My judgment is, based on a limited spell in the legislature, and as 
attornev general and as Governor of my State, that if you have 
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administrative officials—you see people are all-important in any 
program we undertake. 

Mr. Rains. We know that. 

Mr. Arnaut, People who are sensitive to the wishes and directions 
of the Congress. We believe that you can do a-pretty good job in 
that case. 

For example, you pointed out yesterday, one thing, Congressman. 
Now we will go into that. On the other hand, the Congress could 
put in automatic provisions, but I would recommend against it, be- 
cause I think we can do a better job of administering the law if flexible. 

Moreover, legislation is slow. If some inequality has resulted by 
reason of some provision in the law, it takes the Congress a long while 
to get around to correcting it because legislation is slow. On the other 
hand, the administrative remedies should be made simple and could 
be made very prompt. 

Mr. Rains. One of the great complaints I have as a Member of 
Congress is that 1 think so often, Governor—and I am delighted to 
see you in this position, I think you will make some changes in it— 
but so often I think we write a good law and when it is administered 
I don’t even recognize it as the law I voted for. That is the trouble. 

Mr. Purnam. May I add to what Governor Arnall said, just to 
show you how we feel. We are not interested in controls for controls’ 
sake. Not only does the OPS have this suspension committee work- 
ing actively and as vou know suspended ceilings on 16 commodities 
last week—-but we also have an over-all committee in ESA that is 
reviewing the same sort of thing with our other organizations to see 
what they can do in suspending or simplifying controls too. We have 
a real desire to suspend controls where they are not now necessary, 
and certainly to suspend the red tape part of a control wherever 
possible if we cannot suspend the control itself. Our ESA committee 
group has that objective very much in mind. I think we can do as 
Governor Arnall says, a better job by ourselves on this than if you 
spell out an absolute provision on suspension in the law. What looks 
all right to some people does not always work in all markets or com- 
modities. And as the chairman said a few minutes ago, you put a 
freeze in, you often freeze inequities such as he referred to in the 
Fluorspar case. 

Mr. Ratns. I recognize the worth of your statement. 

Now in the law as presently written, do you have the authority to 
roll back prices below the ceiling which you have established? 

Mr. ARNALL. Yes, sir; we do. In some instances. Except where 
Congress, in certain specific instances, has precluded it. 

Mr. Rarns. When you establish a ceiling, under this law, you 
establish what you think to be fair and equitable, isn’t that correct? 

Mr. ArNALL. No, sir; that is not necessarily true. 1 wish it were 
true. But here is the trouble. 

When the general price freeze went into effect, that was the period 
when prices had gone up rapidly and unevenly, and there they were 
frozen. And as a result of that, some merchants, for example, and 
some manufacturers, and some industries, were in a good position, 
and others were in a bad position. That was the trouble, Mr. Chair- 
man, with the man you were talking about a while ago. 

We have had to, from that point on, as best we could, try to bring 
prices into some proper relationship. As a result, it is not true that 
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all ceiling prices which we now have are proper ceiling prices. We 
are constantly working there to adjust proper ceilings for the indus- 
tries, or the merchants, or the farmers, or those who may be involved. 
F Our job would be so much easier, Congressman Rains, if at a 
given point—whatever that was—we could say that at that moment 
all prices were fair and equitable as of that time, and we would keep 
in effect that price structure. So the statement you make is subject 
to the qualification, that as of the price freeze, it cannot be said that 
prices were generally fair and equitable. We have had to try to 
adjust some of those prices as best we could, and it has been a very 
difficult job. 

Mr. Rats. It is important to have the right, now that you have 
ceilings established, to roll back below the ceiling prices. 

Mr. Arnau. We do not have a general roll back policy, but I 
would urge upon the Congress not to take away from us our right to 
roll back prices, and to put prices in line, on a basis of fairness and 
equitability. Unless we have that authority, I do not see how we can 
have the flexibility that stabilization would imply, and would need. 

Mr. Rains. I don’t know whether this is fact or not, but I have been 
told, for instance, by the textile industry, and certain systhetics, that 
the knowledge of the fact that there is the danger of a roll-back, even 
after ceilings have been established and even after commodities have 
not even approached that ceiling, that that is depressing further an 
already soft market. Is there anything to that? 

Mr. ArRNALL. Congressman, I had a letter this morning from the 
president of a mill that is owned by my family. They make blankets 
down there in Georgia. We have got a mill over in Congressman 
Brown’s town. He knows about it. And they have written me al- 
most exactly just what you say. They say that they are very worried, 
that if we suspend ceilings on textiles, cotton and so forth, that the 
threat of a roll back be withdrawn. 

Now you and I know that textiles are selling today well under the 
ceiling. 

Mr. Rarns. That is right. 

Mr. Arnau. Now most business people—I hope you will forgive 
me, as I make these personal references, but I do so to try to demon- 
strate to the committee that I have a little contact and a little knowl- 
edge about some of the business problems. 

Mr. Rains. That is quite all right. 

Mr. Arnau. One of the industries that I as a lawyer represent is a 
segment of the frozen-food industry, the distribution of frozen foods. 

Now that industry—and I know as their attorney—feels that our 
ceiling prices are high, and we are delighted—now I am speaking ‘as 
the lawyer for the group—but this was before I came with OPS. 
Well, anyway, we wanted to maintain those ceilings. Now the items 
are selling well under the ceiling. But our reasoning was this: If an 
emergency develops, and prices go up, or costs go up, or scare buying 
starts, or if our market firms, we know that we can live at that ceiling. 
It is guaranteed. It is an insurance policy. So we want to keep it. 
And everytime they used to talk with us over at OPS about pulling 
that ceiling down, we would hit the ceiling ourselves, because we said 
“No, that is our safety valve. That is our leeway. It is true we 
cannot charge that much now because the market won’t pay it, but 
we would like to know that if the market firms up we can go that high.’ 
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Therefore, in the case of textiles, the people feel that they would 
like to have that leeway, that insurance, and therefore they oppose 
roll-backs. Of course they do. And I don’t blame them for doing it. 
I would hate, however, to see the Congress tie my hands and say 
that I can’t, even if prices get out of line, and if there is no reasonable 
relationship between prices in one industry, that we could not do 
anvthing to adjust those prices. 

Mr. Rains. That is good except it doesn’t: answer a very pertinent 
problem: unless something happens in textiles. And not just in 
cotton textiles. 

Mr. Arnau. That is right. 

Mr. Rains. Unless something happens in it. 

We are in the midst of an inflated economy, and we are going to 
have a lot of people out of work, because they cannot sell their prod- 
ucts, and vet we maintain a ceiling, and if the maintenance of that 
threat of roll-back does depress them—TI don’t know whether it does 
of not—-but if it does, it is dangerous. 

Mr. Arnau. Well, it is a theoretical thing, really, because they 
could not get that much. 

However, I would like to say in connection with cotton and textiles, 
that those items are the next on our agenda to study, to see what we 
ean do in those fields, and I am very glad to have your judgment and 
your view, and it will be considered. 1 only hope, Congressman 
Rains, that the committee won't do away with our right to roll back. 

I don’t want to resort to roll-backs. It is distasteful to me. But 
it is conceivable that there are situations that might develop whereby 
it would become necessary. 

Mr. Ratns. Mr. Putnam, I noticed you made reference yesterday 
to the value of indirect controls. I have an idea that you had refer- 
ence to such controls as regulations W and X. I know it does not 
come directly under vou. 

Mr. Purnam. But authority for it is in this act, and we are, of 
course, very much interested in it. 

Mr. Rains. It is in this act, that is right. 

Mr. Woxcorr. Will you vield, Mr. Rains? I thought we agreed 
vesterday that those were not classified as indirect controls. 

Mr. Rains. Maybe somebody did, but I did not agree with that. 
| also heard you say that consumer credit controls were not indirect 
controls. I didn’t agree with that, either. 

Mr. Wo.corr. Do you see any need for the maintenance of regula- 
tions W and X now? 

Mr. Purnam. Right at this minute I think there is less need for 
them. I know the Federal Reserve Board itself is new thinking of 
loosening up on regulation W. 

Again, though, | say, our position on this is the same as on some 
of these other controls. I would like to keep them available. I think 
that we have still a great deal of inflationary potential. It is not 
causing mischief at this minute because people are saving their money. 
But if they should start to want to do a lot of anticipatory buying, 
we could have serious inflation. I would like to see just as much 
flexibility as you gentlemen will give to the Federal Reserve Board, 
so that the Board will have the power to use these controls effectively 
again if necessary. I do not think stringent credit controls are so 
necessary today, but then today there are also a great many places 
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where we don’t need price control at all. We are here asking for these 
things because we believe the authority ought to be continued, so it 
is available immediately whenever it might ‘be necessary. 

Mr. Rats. I don’t ask you to comment on this, but I will comment. 
I might agree with you except, if I can believe what I read in the 
papers, the Federal Reserve Board came up with the idea that regula- 
tion W and regulation X are not doing much good now. They have 
the authority to remove them but as I read the paper they are going 
to leave it up to us to do the job. So if they are not going to assume 
the responsibility, why have it in standby? 

Mr. Purnam. | haven’t seen that particular statement in the paper. 
I was talking to Mr. Martin the other day about it. I know that the 
feeling of the Board at this moment is at least divided on whether 
they need the consumer credit controls in effect today. But I think 
that the Board, from what talk I have had with them, very definitely 
would like the authority to put these controls back on if and when 
they should be needed. That is a very different thing from saying the 
controls themselves are needed today. 

Mr. ARNALL. Let me add to that, if I may, this thought: The econ- 
omy is very chaotic today. There are soft spots, there are firm spots. 
Regulation W, as | understand it, in the parlance of the people who 
live in the small towns and in the rural areas, the average people, 
think in terms of regulation W as applying to the purchase of an 
automobile, washing “machine, refrigerator, or television set. They 
pay so much down and pay on it through the months that follow. 

Now, those are hard goods, in the common parlance, and let’s not 
forget. It isa sad statement, and a sad condition, but let’s not forget 
that we have got a chaotic condition in steel today, the copper problem 
is acute, the hardest part of our market today is in the metals area— 
and those are hard goods bases. 

It is conceivable, if we had a long stoppage in steel, for example, and 
| hope we don’t, but suppose we did, that that market, overnight, 
would run away from you. I just mention that because I think that 
we want to take into consideration the conditions that now confront 
the country. 

Mr. Rains. That leads me to the last question I want to ask. 

Whereas | don’t ascribe a great deal of merit to the statement, 
everywhere I go | have people who say to me, ‘Well, you better be 
sure that we don’t move into a deflation, instead of inflation.”’ 

So I ask this question: What if we were to secure a truce in Korea— 
and all of us hope we will, an honorable one—and if the Congress 
should adjourn about July 1 for polities, and all of these things should 
take the other angle before we get back, what would you do to stop 
that kind of a slide, if it should materialize, towards deflation, instead 
of inflation? 

Mr. Purnam. Are you addressing that question to me? 

Mr. Rarns. Yes, sir. 

Mr. Purnam. That probably should be addressed to me. ‘The 
authority you have given me in the act is not one to bolster a falling 
economy—you have not given me an air pump to punip up this balloon 
I was talking about yesterday. You have given me instead some 
ropes and other things to tie the balloon down. I have not got any 
air pump myself to pump the balloon up. That is not in this act. 
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I think there are other things that other parts of the Government 
can do, but this is not my province at all. I think—TI hope indeed, 
myself, that a truce in Korea would not allay our fears of the general 
Communist menace, because I think that menace will still be there 
and I think we should therefore continue our defense effort. And if 
we are going to continue that defense program at anywhere near the 
rate requested, or even the rate that the House voted the other day, 
I think the danger of deflation is very, very slight. 

The possibility of a truce in Korea ‘does not really, I believe, change 
the need for this defense program. Now, that part of it is not in my 
province. I am talking as a citizen. 

Mr. Rarns. Of course, what you are saying is, in the immediate 
future, taking all things i in consideration, you see no ‘chance of this 
turning into a deflated economy instead of inflated. 

Mr. Purnam. That is my own judgment. With the amount of 
money that is going to continue to be pumped into the economy for 
defense this year, I cannot believe that deflation can happen. 

‘ wae Rains. Do you have something you want to add, Governor 
Arnall? 

Mr. ArRNALL. I merely wanted to add my view. You see, the act 
which you gave us, the Defense Production Act, was tied to the de- 
fense program and defense expenditures. 

Now you would know better than I, but the amount voted by 
Congress was in excess of a hundred billion dollars for defense, I 
believe. Requests have come in, repeated requests, for appropriations 
and Congress is wrestling with that problem. In addition all of that 
money has not been spent. As a matter of fact, we are just approach- 
ing the time in our tooling up efforts to where we are beginning really 
to move forward, and I think the greatest inflationary pressures are 
ahead of us. Therefore, I discount, personally, the statement that 
we are moving into a period of deflation. 

Mr. Rarns. I discount it too, but this is a fact. You can go down 
in Georgia, Alabama, Massachusetts, or any place in this country 
and walk into an appliance dealer—if you did it a year or two years 
ago, he was saying he could not get anything to sell. Now you go into 
the same store and he says he has plenty to sell. Now you go down 
home, a man tries to sell you an automobile. <A couple of vears ago 
you had to beg for one. So I do see the approaching of that day when 
we have enough production facilities to fill the needs of all the people. 
Will that not ease the inflation? 

Mr. Arnaut. When that comes I think we ought to do away with 
controls. 

Mr. Rarns. I will quit on that note. 

Mr. Kixsurn. I think we ought to change the record. It is $46 
billion, instead of $100 billion. 

Mr. Arnau. Total. 

Mr. Kitsurn. For defense. 

Mr. Purnam. But there is foreign aid, there is the mutual defense 
program, and other things. 

Mr. Arnau. For military procurement alone, $94 billion has been 
appropriated for the fiscal years 1951 and 1952 and only about a 
third of it has been spent as yet, and another $38 billion has been 
requested for fiscal 1953. When you get into those kinds of figures, I 
have difficulty. That is the trouble. 
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Mr. Purnam. Mr. Chairman, Congressman Kilburn’s questions just 
reminded me that when we adjourned this morning because of the roll 
call in the House, Congressman Kilburn had been asking Mr. Fein- 
singer some question about—— 

Mr. Kitsurn. I have no more questions. 

Mr. Putnam. I wasn’t sure that your questions about Taft-Hartley 
were completely answered. It was you who was asking about that. 

Mr. KiiBurn. I have no more questions. I just think you fellows 
ought to do something about it in this bill. 

Mr. Mutter. If there was something left hanging in the air I 
suggest you complete the answer, Mr. Putnam. 

Mr. Purnam. Mr. Bullen is here and I think he can follow along 
on that. I don’t think it was completely covered when we adjourned. 

Mr. Wo corr. Will you yield to me, Mr. Kilburn? 

Mr. Kiispurn. Yes, sir. 

Mr. Wo tcorr. Just to supplement the remarks of Mr. Rains with 
reference to regulation W, in 1941 the President issued an Executive 
order under his war powers, known as Executive Order 8843, in which 
he reactivated consumer-credit controls. 

Now in 1947 the Congress nullified that Executive order, but in 
doing so it stipulated, in the act nullifying it, that the President could 
reiumpose consumer-credit controls when he found that a war or any 
emergency existed. 

The law used to indicate—he and the Justice Department has so 
held—that the emergency mentioned in the Trading With the Enemy 
Act was the emergency growing out of a war, and so as not to tie the 
President’s hands too much we amended that law and said the 
President could exercise the authority under the Trading With 
the Enemy Act when he proclaimed that any emergency existed. 

Now in 1950 when we wrote this law we called attention to the fact 
that the President had the authority, under the Trading With the 
Enemy Act, to impose regulation W, to reactivate Executive Order 
No. 8843, if he proclaimed an emergency, an economic emergency. 
That if there was justification enough to ask the Congress to give him 
this authority specifically, then there was justification, sufficiently, 
for him to proclaim an economic emergency. 

But there was some doubt in his mind and we didn’t quibbie with 
him about it so we wrote section 601 of the act in there. 

Now Mr. Rains, the Federal Reserve apparently has no jurisdiction 
as to whether it shall withdraw these controls. The President is 
authorized, however, under the language of the act, to withdraw 
these controls, because it says the exercise of such controls, when they 
are active, must be in the Federal Reserve System; whea the President 
determines that the exercise of such controls is no longer necessary, 
he can terminate them. 

Mr. Rarns. I think you are under the wrong impression, Mr. 
Wolcott. As I recall the President invested the right for those con- 
trols in the Federal Reserve Board with full right to withdraw them 
when they saw fit. 

Mr. Wo.tcorrt. Unless he amended his original Executive Order 8843 
of August 9, 1951, which we activated under section 601, he didn’t 
give them that authority. 

Mr. Ratns. I may be wrong. I say that is my recollection of it. 
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Mr. Woucorr. The Federal Reserve takes the attitude, I presume, 
that it, in itself, cannot terminate these controls. Then we could 
take it away from them or the President could. Would there be any 
objection on your part, if the Congress did deactivate Executive 
Order 8843? 

Mr. Purnam. Deactivate, did you say? 

Mr. Wotcorr. Yes, sir. 

Mr. Purnam. I would feel it was not a wise thing to do. While at 
this moment regulation W is of no great importance, it could easily 
become so. Just a slight international scare somewhere, and we 
could have a shortage of appliances. 

Mr. Wo.corr. Bear in mind, Mr. Putnam, that the law now on 
the statute books gives the President authority to reactivate this 
Executive order any time he declares an economic emergency to 
exist. So we don’t take away from them permanently the right. 

Mr. Purnam. I would like to see them in the one package. I 
don’t know that which package they are in is very important. 

Mr. Ratns. May I interrupt there to make a further inquiry of 
Mr. Wolcott. My recollection is that the Federal Reserve Board 
has already liberalized them, under the act, has already suspended 
them on certain items, and therefore they. must have the right and 
authority yested in them to take the actions which they have already 
taken in recent months. 

Mr. Wotcorr. They have found some fault with what we did last 
year. We liberalized them and in H. R. 6546 we asked the repeal of 
the provisions. 

Mr. Mutrer. | think the Federal Reserve Board doesn’t want 
any limitation on their authority and at the same time they don’t 
want to lift their order. 

Mr. Coir. May I continue, Mr. Chairman? 

The CHatrMan. Go ahead, Mr. Cole. 

Mr. Coir. Mr. Putnam, what is there in the picture that would 
indicate there will be, in the future, any change in our economic 
structure, different than it is today? 

Mr. Purnam. I think the important change is the fact that the 
military expenditures, in spite of the limitation the House has put on 
them very recently, are still going to be considerably bigger in the 
second half of this year than they were in the first half of this year. 

Mr. Coin. How much? 

Mr. Putnam. Well, roughly—understand, I call military expendi- 
tures not just the straight armed services, but mutual aid and atomic 
energy. They are all additional. 

Mr. Coir. How much? 

Mr. Purnam. The annual rate will go up from the $47 billion of 
the first quarter of this year to nearly $65 billion by the end of this 
year——almost $20 billion higher. I prefer to translate that into some- 
thing like $5 billion a month as against the average of this year, so far, 
which has been almost $4 billion a month. 

Mr. Coug. Then it is your idea that 

Mr. Putnam. That that could cause additional and new inflation- 
ary pressures. If people will still continue to save their money—if 
they still have confidence in the soundness of the dollar—that won’t 
happen. 

Mr. Corr. All right. 
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Mr. Putnam. I don’t sav we must have inflation. We are faced 
with the danger of inflation. 

Mr. Cote. All right. I know that. I want to talk about some 
facts. 

When this bill was reenacted last year, Mr. Johnson, and Mr. 
Wilson, and Mr. DiSalle placed their justification partially, if not 
importantly, upon the fact that perhaps 20 percent of the production 
of the country would be siphoned off from consumer use to the military. 

How much of that is now being taken from the consumer produc- 
tion, and utilized for the military? 

Mr. Putnam. Well my recollection is that it is about 14 percent 
now, and going up to about 18 percent. 

Mr. Coun. When? 

Mr. Putnam. The latter part of this calendar vear. 

Mr. Coir. How do you know that? 

Mr. Purnam. I don’t know that, but I know the money is being 
made available, and I believe the military are now catching up. They 
are getting their tooling done and they will be able to spend the money 
provided. Their rate of expenditures is going up every month. 

Mr. Coir. How much of the steel produced today is used by the 
military and how much is used for civilian uses? 

Mr. Putnam. It is pretty close to 20 percent. It will become 
about 20 percent. I don’t mean that the Government itself is the 
direct purchaser of the steel, you understand. It is going into things 
that the Government purchases. 

Mr. Coir. How much textiles today are being used in the military 
consumption and how much in domestic? 

Mr. Purnam. 1 couldn’t—— 

Mr. Cote. I realize—— 

Mr. Purnam. I haven’t got those figures before me, Congressman, 

Mr. Core. Well I think it is rather important. 

Mr. Putnam. I will try to get those for you. 

Mr. Cour. We have been talking about the impact of the military 
upon domestic consumption. 

Now just a moment. I understand the fact that the greater ex- 
penditure of Government money will cause pressure. That is one 
pressure. 

The thing that is impressed upon my mind was brought about by 
Mr. Rain’s statement, and I know and you know, and everybody in 
this country knows, that in every store, in every community, in every. 
locality, anybody can go in and buy all kinds of merchandise, at 
almost any price they want to pay. 

Now we talk about high prices. But I want to talk to you a little 
bit about low prices, and the availablity of consumer goods. 

That is true; is it not? 

Mr. Putnam. It is true of some goods. 

Mr. Coxe. All right. It is true of practically all goods. 

Mr. Putnam. I am afraid I can’t agree with you on that. 

Mr. Cour. All right. On what goods is it not true? What goods 
are in short supply? 

Mr. Putnam. I could point out to you as I say that 71 percent of 
the goods entering into the Consumers’ Price Index are within 2 
percent of their 1951 peak prices. It is true of almost all metals, | 
might say. 
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Mr. Coin. Do you mean to say that ceiling prices are high, exces- 
sively high? 

Mr. Purnam. No, but the ceiling prices are not so low as some 
people may think, either. I don’t think your wife or mine thinks 
that the cost of living is down very much. 

Mr. Corer. I want to challenge that just a little bit. The cost of 
living is a comparative thing, is it not? We talk about stabilization; 
it is a comparative thing, compared to the income of the individual 
who buys the product. Is that not true? 

Mr. Purnam. No. 

Mr. Cote. It isn’t? All right, what is a high price? 

Mr. Purnam. The cost of living 

Mr. Coxe. No, what is a high price? 

Mr. Purnam. I think you can answer that as well as I. 

Mr. Coun. I am asking you. You are the Stabilizer; I am not. 
What is a high price? 

Mr. Purnam. A high price is one that is unreasonable. 

Mr. Core. But the cost-of-living index I am talking about has 
nothing to do with income. No, pardon me, sir, let me stay on that 
A high price is unreasonable? This microphone is high priced to me 
at $2. But it isn’t an unreasonable high price. 

Now what is a high price? A high price is that which is reasonable 
for me to purchase, based upon my income, is it not? 

Mr. Mutrer. That is your definition, not his. 

Mr. Coxe. I am trying to find out from the gentleman what his 
opinion is, 

Mr. Mu rer. Let him answer it in his way. 

Mr. Corn. That is what I have been trying to do if you will let 
him do it. 

Mr. Purnam. Let me say this, on your definition of price, every 
article in a store would have to have a different price tag based on the 
income of each individual who came in to buy it. It would be $2 for 
you and $10 for somebody else. I don’t go along with that definition. 

Mr. Cour. I think that somebody in the Agency should have some 
definition of what a high price is. We are trying to determine whether 
prices are high. You say to me “my wife says prices are high.”’ Yes, 
sir, some prices are high. 

Mr. Purnam. We have definitions and standards for determining 
fair and equitable prices, as the Governor will tell you. 

Mr. Arnauw. 1 consider a high price a price that is at the peak or 
near the peak. 

Mr. Coir. Of what? 

Mr. ARNALL. The top. 

Mr. Cour. Top of what? 

Mr. Purnam. Of what it has ever been. 

Mr. Arnau. That is higher now than it has ever been 

Mr. Coxe. All right. Now do you take into consideration the per 
capita income of the country, in connection with that price? That is 
what I am getting at. 

Mr. Putnam. I think price is price. 

Mr. Arnatu. No, the answer to the question is specifically, we do 
not take into consideration the valuation of the doilar, nor the relation- 
ship of income to price, in determining what is a high price. We 
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simply say that if a price is at its peak, that is, the item costs you more 
than it has ever cost you, we consider that is a high price. 

t Mr. Corr. That is irrespective, now, of whether or not the national 
income of the people has been jacked up by the inflationary pressures? 

Mr. ARNALL. That is right. . 

Mr. Coz. That is most interesting, 

Mr. Brown. Will you yield, Mr. Cole? 

Mr. Cote. Yes. 

Mr. Brown. I thought you could consider a high price in relation 
to cost of production of Commodities. Isn’t that right? 

Mr. Putnam. I didn’t hear that. 

Mr. Brown. It is in relation to the cost of producing the com- 
modity, isn’t it? A man is entitled to a profit but you say he shouldn’t 
have too big a profit? 

Mr. Purnam. Our stand is there is a floor on profits, not a ceiling 
on profits. Our stand is let him make as much profit as he wants 
as long as his prices are not above the ceiling. The ceilings are intended 
to reflect fair prices, taking costs into consideration. We don’t put a 
limit on his profits. Under the law we put what can be regarded as a 
floor under them. But we say an industry can’t get relief—can’t get 
an industry-wide price ceiling increase—until it gets down toward that 
floor. 

Mr. Coxe. I went to continue the line of inquiry in which I par- 
ticularly am interested. 

I am concerned about the fact that we use generalities. We talk 
about high prices. We talk about the fact that we are siphoning off 
from our domestic consumption, 20 percent, 15 percent, or 50 per- 
cent, of a commodity, for the use of the military. 

But I would like to have some figures on that. I woutd like to 
know how much we are actually taking from steel, let us say. How 
much we are actually taking from leather. How much we are actu- 
ally taking from lumber. How much we are actually taking from 
rubber. How much we are taking from clothing. How much we are 
taking from food. 

Then I think we can determine a little bit about what the impact 
of military spending is upon actual consumer goods. You can pro- 
duce that information? 

Mr. Putnam. I haven’t got it with me. 

Mr. Cougs. I know you haven’t. 

Mr. Putnam. We can send up what information there is on that, 


* but I think—— 


Mr. Coie. Now wait a minute, just a moment. May I have them 
for the record? : 

Mr. Purnam. Certainly. 

Mr. Corr. They will be included in the record? 

Mr. Putnam. Yes, sir; what breakdowns we can provide. 

Mr. Coir. Now go ahead. 

Mr. Purnam. We will supply as much as we can and get it in the 
record for you. But that is only a small part of the cause of inflation. 

Mr. Coxe. All right. That may be only a small part, but to me, 
personally, and to many other people, it is a tremendous part. 

Now let me say this other thing: The reason I say it is a tremendous 
part is this: Can you say to me that if there is an ample supply of 
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all of the goods that everybody wants to buy, that there can be 
inflation in this country? 

Mr. Purnam. Congressman Cole—— 

Mr. Coty. Ample supply. 

Mr. Purnam. I would like to say, ves, there can be, and there was, 
in June of 1950 to January of 1951. 

Mr. Coir. An ample supply? 

Mr. Purnam. There was the biggest splurge of inflation we have 
had and there was an ample supply of everything in June of 1950. 

Mr. Coxe. June of 1950? 

Mr. Purnam. Yes, sir, there was an ample supply of practically 
everything in this country, but everybody ran to buy because they 
were afraid of shortages or of higher prices or both. 

They cleaned the stores out of sugar in 2 days. Yet there was an 
ample supply. That was proved by the fact the stocks in the stores 
were quickly replenished. 

Mr. Coxe. I know what scare buying can do. 

Mr. Putnam. There was an ample supply of everything, yet people 
were buying everything they could get their hands on. 

Mr. Coxe. I am talking about a normal condition where there is 
an ample supply of goods. 

Mr. Purnam. Well there was, I say, in June of 1950. There was 
an ample supply of everything. I was in Europe at the time. To 
show you how the fear caught on, I got a cable 

Mr. Coir. Well we both agree that if there is scare buying that will 
pull out momentarily—— 

Mr. Purnam. Well do you believe that the international situation 
is such that there might not be another scare any minute? 

Mr. Coir. Oh, no, we can be in war tomorrow. 

Mr. Purnam. Well that is it. 

Mr. Coin. Are you saying then to this committee that we must 
continue price and wage control as long as there is possibility of a war? 

Mr. Purnam. As long as there is a probability of new aggression 
and we are still in the process of getting our defenses strengthened. 

Mr. Cote. Sir? 

Mr. Purnam. What are we building our defense for? As long as 
there is probability of new outbreaks of aggression. 

Mr. Coir. Now I want to know if you are saying——— 

Mr. Purnam. Not possibility, but probability. 

Mr. Cour. As there is a probability? 

Mr. Putnam. Yes, sir. It’s a very real danger. 

Mr. Coun. Then you are saying to us that we must continue as long 
as there is a probability of a war? 

Mr. Purnam. No, I will correct that for the record particularly, 
and for vou. I would like to correct it to this extent: That while we 
are building our military capacity, as we are doing now, we are also 
building up our civilian capacity. 

When we get that civilian capacity built up so that we can take care 
of both our military needs and our civilian needs, then I think we are 
all right. 

Mr. Coux. That is right, and that is why I wanted to know of you 
what we are taking out of our civilian capacity to give to our military. 

My. Purnam. But we must also count what we are pumping in in 
the way of possible demand, including higher incomes, savings, and so 
forth. That is the other half. 
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Mr. Coun. That is right. But we haven’t any facts or any infor- 
mation at all from you, or your agency, to show us this one important 
fact, how much is being taken out of civilian demand. 

Mr. Putnam. Yes, sir; it is 14 percent of the total now. It will be 
18 percent by the end of this year. 

Mr. Coun. I wanted it broken down. 

Mr. Purnam. You wanted it on specific items? 

Mr. Coun. Yes, sir. 

Mr. Purnam. As well as we can. I am not sure whether we can 
get you some of these things, because they enter into small components 
in large areas. I will get you what we can. 

Mr. Coxe. All right. 

(The information above referred to is as follows:) 


EcoNoMIc STABILIZATION AGENCY, 
Washington. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. Spence: During the course of my testimony before your committee 
on April 30, 1952, Representative Albert M. Cole expressed an interest in re- 
ceiving some data which would indicate the demands being made upon our 
economy by our military program. Not having the detailed data on hand while 
testifying, I promised to submit some pertinent material for the record. I am 
therefore submitting the attached data. 

As you know, the President’s budget for fiscal year 1953 provided for $65.1 
billion for national security expenditures. As shown in one of the attached 
tables, $50 billion was for the military functions of the Department of Defense 
and the remainder for various defense supporting activities. The budget called 
for an increase of $15.4 billion, or 31 percent, over the national security expendi- 
tures for the current fiscal year. 

Although the recent action of the House of Representatives would limit military 
expenditures next fiscal year to $46 billion (as compared to the $50 billion budg- 
eted), this would still allow a moderate increase over the current rate in military 
spending. 

Since our national security expenditures are rising faster than our total pro- 
duction, a greater and greater part of our production is being used for our de- 
fense effort. Currently, about 14 percent of our total output is being used for 
defense. 

Of course the national security program does not require 14 percent of each 
and every item we now make. In some instances military demands are ex- 
tremely heavy, in key metals, for example, while in other areas of the economy 
the military and defense requirements are quite low. 

Even such widely consumed and staple ‘“nonmilitary”’ items as canned fruits 
and vegetables are subject to unusual military demands. Thus, although the 
Armed Forces account for less than 245 percent of our total population, require- 
ments during the coming year for standard canned items range from 5 percent to 
33 percent of the estimated supply normally consumed by our civilian population. 

The military services also accounted tor about 51% percent of total meat con- 
sumption during calendar year 1951 and will probably consume the same pro- 
portion during the current year. 

In the case ot meats and canned fruits and vegetables, the military forces per 
capita consumption ranges from twice to 15 times the average civilian consumption 
for these items. These military food demands are not easily subject to reduction 
and any decline in available supplies in the coming year would have to be met by 
reduced civilian usage. 

I would like to make it most clear that there need not be a shortage just because 
a substantial part of the output of anv commodity is going to the military. During 
1951, for example, about one-half of all wool textile production was for the Armed 
Forces. Yet consumers were in no danger of severe limitation since output of 
textiles was far below peak capacity and capable of rapid expansion. Military 
procurement is a much more serious inflationary threat when output is already 
at capacity levels and when capacity cannot be quickly and easily expanded. 
Thus, moderate metal demands by the military have caused severe shortages tor 
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civilian use during the past year, requiring limitation and allocation orders to be 
instituted. 

It is quite apparent that the national security requirements represent and will 
continue to represent a significant over-all portion of our total production. It 
is also quite evident that the impact of these requirements is greater in some areas 
than in others. I hope this information is helpful in spelling out the nature and 
magnitude of the situation. 

Sincerely yours, 
Rocer L. Putnam, Administrator. 


TaBLeE I.— Budget expenditures for major national security programs 
[Billions of dollars] 





Fiscal year-- 


1952 (esti- 1953 (esti- 


1961 mated) mated) 
Program ’ 
Department of Defense, military functions bone $19.7 $38.9 $50. 0 
Activities supporting military services t_.._..-___-.-.__.-- 8 9 1.2 
Total, military services. - beer, a Sale 20.5 39.8 | 51.2 
Defense supporting activities ?_. __- pid un Malg sobbsncdcamcemne 5.9 | 9.9 14.9 
Total, major national security programs. _._-__..- ets. Ween 26.4 49.7 65.1 


' Stockpiling, Selective Service, and National Advisory Committee for Aeronautics. 
2 International security and foreign relations, civil defense, atomic energy, promotion of the merchant 
marine, promotion of defense production and economic stabilization. 


Source: Budget of the United States for fiscal year 1953. 
Tare IIl.— Percentage of total national product devoted to national security programs 


Time period: 


1950: Percent 
July to September___-_-_-- peels PRL Moe ee 2 6 
October to December. _-_______-- 108 : Rete een 8 

1951: 

January to March a a 2545 Cpa hh ag Syd 9 
AM POmUNe See Sos ee 2 of pad pale ae 11 
Julgite September. ies os Soe oh a 13 
October to December a, ce Pe er . 13 

1952: 

January to March..___. ee Do. Se, aoe 14 
October to December (estimated) _ oun e doa ce le ee eee 


1 Range depending primarily upon congressional action. 
Source: Economic Stabilization Agency. 
TABLE III.—Selected metals allocations for defense, third quarter 1952 


Percent of total 
supply allocated 


Metal: for defense ' 
Carbon steel ______ : Bale wie cok eee eee bir eee L side 
Alioy steel (excluding stainless)... 3. 22... 2. oc ee ls eee 2° 35. 4 
Copper: 

SAPOGE SG RUIN ec ie GOL abe cece. Ue -- 46.6 
PuINO SM MMONR ios  Lek ke ese ca ee ee . “20.1 
Foundry products -_ ___ ~~~ -- Sa A ee 2 ict an ASS BLL E®. © 23:7 
ROTI Socket et Bat bce a eee Secchi ae 42. 1 
DENI 5 ids wea ch cao Sheu GkUG oe eA, 31.0 


' Includes military requirements of the Department of Defense plus the requirements of the Atomic 
Energy Com.nission. The data cover both direct military needs (in aireraft, weapons, tanks, ete.) and 
requirements for so-called military ‘“‘B’’ products. ‘‘B’’ products are defined as items, mainly component 
parts, for which the Department of Defense does not speeifically scek an allotment of metaj,.sueh as auts 
and bolts, small electric motors, minor wiring devices, etc. 


Source: Economic Stabilization Agency from data supplied by the Defense Production Administration. 
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TasLe IV.—Canned fruits and vegetables set aside for Armed Forces from 1952 pack 


Canned item: garrboenco Al ng 
Vegetables: period pack ! 
EIR et : ripe wee oe ae 
Beans: 
RS OE ee eee Sis ome pes ths : pesuetipas Sy 9.5 
Green or wax_____ ° 7.2 
BOO a BNE Petar eee ee = sacks: 2 YD 
Corn, sweet______- 7.2 
Peas, green __ ; 7.4 
Pumpkin________- Be pie ene : Eves aay 8.3 
Sweetpotatoes____- on ieee Rael! cageccts : aD ie oe ate dy hs 
Tomatoes_____ __ Lie pee : is 9. 0 
Tomato catsup_-____. : ee 6: 5 
Tomato paste. _- : aes i é 4.7 
Fruits: 
Agples ssi... 2. ei eee) Seis eee 4 5. 8 
Apple sauce ae ad s ‘ a : py 
Apricots __- E j Aig od 16. 7 
Blackberries _ _ - 2751 
Blueberries _ _ - 4 Sth 13.8 
Cherries: 
a ee ae BY San Tie : ire Rance ar 10. 4 
Sweet. : : z : ; 8. 7 
Figs, Kadota __- ae : : ee 35. 7 
Fruit cocktail___.._-_-_-- i state). St Lee ce 6. 0 
Peaches _ _ - eet atid ie eee ee ek, Ae te ce a ‘? 6. 6 
Pears, Bartlett_.......-- as ek ae 6. 6 
PROP a 1 ob deaipeale ys ere SP gi ceva 6.9 
Purple plums _- - - - - + ae geade Zot! RS 


1 For most items the base period is the average output for 1949 and 1950 (the period before high military 
requirements). 


Source’ Federal Register, Apr. 4, 1952, pp. 2930-2933 


Mr. Woucorr. You mentioned 14 percent. That is of now? 

Mr. Purnam. Yes. 

Mr. Wo.corr. And 18 percent at the end of the year? 

Mr. Purnam. Yes, sir. 

Mr. Wotcorr. Is that in keeping with Mr. Wilson’s testimony of 
last year, that he did not expect more than 20 percent of our produc- 
tion to go for defense purposes? 

Mr. Putnam. Yes, sir; I think those figures come from the same 
place. 

Mr. Coxe. Yes; I think so. 

Mr. Purnam. I hope so. 

Mr. Cour. I am sure they do. 

Now, Mr. Arnall, I wanted to ask you about the Capehart amend- 
ment. 

It seems to me that the Capehart amendment has been lost a little 
bit in the shuffle here. 

A year ago the Capehart amendment was the bad boy of price 
control. The President was issuing all sorts of statements that if the 
Capehart amendment were continued in the law, price control would 
be defeated, almost. 

Mr. GaMBLe. I thought he still was. 

Mr. Corr. Well—now in the Capebart amendment, you. still 
have some applications pending, do you not, for relief? 

Mr. ArNALL. Congressman, you will be interested, I] am sure, to 
have these figures. 
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There are, according to our best estimates, between 300,000 and 
400,000 manufacturers that would be entitled to adjustments under 
the Capehart amendment. As of April 18, our agency has received 
7,433 applications under this amendment, and they came from 1,931 
different manufacturers. 

It is estimated that these ceiling increases have aggregated about 
$850 million. 

Now the applications continue to be received at an irregular rate. 
Although the amendment relates to cost increases through July 26, 
1951, it appears that many producers who may be eligible for upward 
adjustments will delay making application unless or until additional 
costs are incurred. 

In regard to some of those applications, you would be interested to 
know, they are granted. A producer merely advises us that he has 
taken a Capehart adjustment of so much. And until we have proces- 
sed that and passed on it to see whether it is right or wrong, he main- 
tains that price that he claims was justified under the Capehart 
amendment. 

Then if we say that it was excessive, there is no way his customers 
can get that refunded. In other words, he takes the adjustment 
until we pass on it, under Capehart. 

I pointed this out to you to show that actually the full impact of 
the Capehart amendment has not yet been felt in the economy. 

Mr. Coxe. Now in arriving at the amount of price increase that 
the steel industry should have, you did authorize a rise in price under 
the Capehart amendment? 

Mr. ArNALL. No. 

Mr. Coir. What is the situation? 

Mr. Arnau. Let me tell you about that. 

No. 1, we have been working—the agency has—long before I came 
here—they started back last December working with the steel 
people——— 

Mr. Coir. Let me interrupt. You mentioned that in your previous 
testimony. 

Mr. ARNALL. Yes, sir. 

Mr. Corr. Just answer it this way: Have you allowed a price 
increase under the Capehart amendment to the steel industry? 

Mr. Arnau. We have set up the machinery by which they can get 
a price increase if they ask for it, but we have not yet authorized or 
allowed a price increase. 

Mr. Coie. That would be about $3 if it were allowed? 

Mr. ARNALL. $2.84 per ton on carbon steel. Carbon steel com- 
prises about 90 percent of the entire output. 

For other types of steel, that figure would be raised, It is an 
intricate operation, with many types of steel—but the average 
would be just under-$3 a ton. 

Mr. Coir. Now you have said that it is possible that steel costs per 
ton would be raised by reason of the recent Wage Stabilization Board 
recommendations, to about how much? 

Mr. Arnau. Their actual costs? 

Mr. Coxe. Their actual costs. 

Mr. Arnau. I have said that the Wage Board recommendation, 
if carried out or accepted, would amount to a cost, to the steel people, 
after taxes, of 90 cents a ton. 

Mr. Coe. Ninety cents a ton? 
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Mr. ARNALL. Yes, sir. 

Mr. Corr. What was the figure of $4.50 that we had yesterday? 

Mr. Arnau. Well, here were the figures on that: Of course the 
WSB recommendation, if it were adopted, or if it goes into effect, is a 
graduated kind of a thing, because certain wage increases come in for 
different periods of time. 

Mr. Cour. I realize that. 

Mr. Arnatu. Therefore beginning next July it would amount to 
$3.89. 

For the whole of 1952——- 

Mr. Coie. That is exclusive of Capehart? 

Mr. Arnau. Thatis right. That has nothing to do with Capehart. 

Mr. Cour. Yes. 

Mr. Arnau. It would average $3.43. And next year the figure 
would be $5.05, but the 18 months’ average would be $3.97. 

Mr. Cour. The average would be $3.97 per ton? 

Mr. ArNALL. Yes, sir. That is for steel only. Now when you get 
into the integrated companies, that have the coal, and coke, and lime- 
stone, and iron ore, then the figure would be a little higher. 

Mr. Cour. Then the result of the Wage Stabilization Board recom- 
mendation, if finally effective, would be to raise steel $3.97 per ton, on 
the average? 

Mr. ARNALL. Yes, sir, for 18 months. 

Mr. Coie. Would raise the cost of it? 

Mr. ARNALL. Yes. 

Mr. Coxe. I think I said that. I meant to say the cost, at any rate. 

If the price of that steel is not raised $3.97, how will the cost be met? 

Mr. ARNALL. The additional cost will be met by the industry out 
of its earnings, on the present price structure plus what it is entitled to 
under Capehart. 

Mr. Coxe. Well, I think your latter statement wouldn’t help, 
would it? They would already have had a rise of $2.84 out of Cape- 
hart. The $3.97 would come out of earnings. 

Mr. ArNALL. Yes, but that only leaves you $1.13. 

Mr. Core. That is where I got mixed up yesterday and I don’t 
understand it yet. It is probably my fault. ‘The steel companies 
would be entitled to $2.84 under Capehart, we assume, and that has 
nothing to do with steel. 

Mr. ARNALL. You mean nothing to do with the wage dispute. 

Mr. Cour. Nothing to do with the wage dispute; that is correct. 
The $3.97 is in addition to the Capehart formula. It is the actual 
cost per ton of steel, in addition to the Capehart. 

Mr. ARNALL. Yes. 

Mr. Coie. That is right. Now if that is true, then, they must 
somewhere find the $3.97. They take it out of earnings, you say? 

Mr. ArNALL. No, sir. Let’s see if we can get it straight. 

Mr. Coxe. All right. That is what I would like. 

Mr. Arnau. We will take the $3.97 figure. That is the additional 
cost, without regard to the tax situation. 

Mr. Cour. All right. 

Mr. Arnaut. That is predicated on their figures of $6 a ton. 
Making allowance for $3 a ton, which they are entitled to under 
Cape :hart-—— 

Mr. Cote. Well—— 

Mr. Arnati. That would come out of the earnings. 
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Mr. Purnam. Their earnings would have been increased by $2.84 
a ton under Capehart. 

Mr. ArNALL. You state it, Congressman, and see if I agree with you. 

Mr. Coe. Here is the way I see it. 

Mr. ARNALL. All right. 

Mr. Cote. Let’s leave Capehart out of it. It has nothing to do 
with it, you say. 

Mr. Arnau, All right. 

Mr. Coie. The Wage Stabilization Board has ordered, or has ree- 
ommended certain costs, which are wages. Those costs, according to 
your statement, will raise the cost of steel per ton, $3.97. Am I right? 

Mr. ARNALL. Right. 

Mr. Cour. All right. Then, the only question I am asking is, how 
will that cost be met? 

Mr. Arnau. Out of earnings of the company. 

Mr. Coir. Out of earnings of the company? 

Mr. Arnau. Yes, sir. 

Mr. CoLtz. What earnings do the companies have, for a vear in the 
future, to determine whether or not they can pay the $3.97? 

Mr. Arnau. First of all, we subtract $3 from $3.97, because they 
get that under Capehart. 

Mr. Purnam. That will be added to their present earnings. 

Mr. Cote. I realize that. 

Mr. Murer. Isn’t the answer that it does not come out of the 
$20.26 per ton profit that they are earning now on every ton they 
sell, because the $3.97 would be added to the selling price? 

Mr. Arnau. They are earning now $20.26 a ton. Let’s do it that 
way. 

Mr. Coe. All right. 

Mr. Arnau. They get $3 under Capehart. That would be $23.26. 

Mr. Coxe. Well, but my dear sir, their costs under Capehart are 
added, $2.84. 

Mr. Purnam. No; these earnings are after the kind of costs to which 
Capehart applies. 

Mr. Core. They won't be able to get the Capehart amendment 
benefit if they hadn’t had cost. 

Mr. Muurer. But when they get it, it is additional profit. 

Mr. Cours. Just a moment. 

Mr. Purnam. Congressman Cole, their Capehart costs were costs 
that existed a year ago. Their earnings this past year have been in 
spite of those added costs of last year. They have been over and above 
the costs the Capehart amendment allows them to recover. 

Mr. Cour. All right. Go ahead. 

Mr. Arnau. We take the figure of $20.26 a ton, which they are 
now earning. We give them $3 which is theirs if they ask for it. 
Then that figure of earnings would be $23.26 a ton. 

Now, from that you would subtract $3.97— well, we will say $4— 
that would leave them in excess of $19 profit when in the best years 
they have ever had up until this time—— 

Mr. Coie. Let’s not worry about the best years. 

Mr. ARNALL. All right. 

Mr. Brown. Will you yield, Mr. Cole? 

Mr. Coxe. All right. 
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Mr. Brown. If the Capehart amendment were in effect today, then 
you would have to pay, under the Capehart amendment, the $3.97, 
plus the $2.87; isn’t that right? 

Mr. Purnam. Yes; if the Capehart amendment did not have a 
July 26 cut-off date. 

Mr. Coin. Yes. I reserve the right to try to understand these 
figures later. 

Mr. Wo tcorr. Is that $19 of profit before taxes? 

Mr. Corr. That is the next question I have. 

Now, the $19 is before taxes? 

Mr. ArRNALL. That is right. 

Mr. Coin. What is it after taxes? 

Mr. ARNALL. $7.07, in 1951, after taxes. 

Mr. Coir. Do I understand, then, that it is your theory that the 
price of steel should be determined upon the rate of profit which the 
steel companies made? 

Mr. ARNALL. No, sir. 

Mr. Coxsr. Then why are we worried about that particular profit? 

Mr. ArNALL. It is our theory that any price increase to which they 
may be entitled would have to be based upon a standard that we 
employ. 

Now, if that standard is not correct—and we believe it is——— 

Mr. Coxe. Your standard is the fair earnings standard? 

Mr. Arnau. Yes. 

Mr. Cote. I am saying it in another way, am I not? Am I not 
saying to you exactly the same thing you are saying to me when | 
say to you, that you are attempting to determine the fair price of 
steel, dependent upon the amount of profit that the steel companies 
make? 

Mr. Arnau. I don’t think so, Congressman. I mean we have got 
an honest difference of opinion there, but I don’t think it is the same; 
no, sir. But one other thing——— 

Mr. Cote. It certanly makes a difference to you, as a stockholder 
of steel—and I am not one. 

Mr. Arnauu. But let me tell you—-—— 

Mr. Coxe. To you as a stockholder of steel, you will obtain more 
dividends if they have a rise in profits, and less dividends if they have 
a less profit. 

Mr. Arnauu. That is right. 

Mr. Coxe. All right. Now you are fixing it on the profit, aren’t 
you? 

Mr. ARNALL. But let’s take me as a little stockholder. Suppose, 
by giving them a price increase, to which they are not entitled under 
our standards, I get a bigger dividend. It will cost me money in the 
long pull because the cost of living is going up, because we will have to 
pass on It. 

Mr. Core. That is right. 

Mr. ArNALL. So I am saying if we gave steel a $12 a ton price 
increase, which they have asked for, that would be a $300 a year 
additional cost for every family in America. So [I would lose money 
on my little stock. 

But getting back to this figure of $7.07 profit after taxes in 1951, 
if they put in the entire WSB recommendation, it would cost them 90 
cents after taxes. That is what I wanted to get at. 
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Mr. Cots. Now, I want to agree with you that I don’t think there 
should be any raise in the price of steel. 

Mr. ARNALL. Yes. 

Mr. Cote. I certainly don’t agree that there should be. I think 
it should be stabilized and held. But the point I am making is that 
the reason it is not going to be held is because the Wage Stabilization 
Board made these recommendations. That is the crux of the situa- 
tion: That forces the rise in the price of steel, which does exactly the 
thing you are talking about, which causes a rise in the price of steel 
and a rise in the price of allied products, and a rise in the wages, de- 
preciate the value of the dollar and the whole economic stability pro- 
gram will be blown to an atom. 

Mr. Arnaut. Congressman Cole, believe me when I tell you tbis: 
There are other industries that have granted wage increases without 
raising their prices. 

Mr. Coir. I am not interested in what others are going to do, I am 
just interested now in what is going to happen by reason of the Wage 
Stabilization Board’s recommendations, and that, my friend, is going 
to be a rise in the price of steel. 

Mr. Arnatu. How are they going to get it if we don’t give it to 
them? 

Mr. Coir. They are going to get it. 

Mr. Arnau. If Congress tells me to do it, I will do it. I want 
everybody to understand that. 

Mr. Cots. They will get it. 

Mr. Arnau. But as long as it is in my hands, it is not going to be 
done. 

Mr. Woucorr. Will you yield? 

Mr. Coie. Yes. 

"F\r. Wotcorr. Do we understand that so long as it is in your 
hands, you are not going to authorize any increase in the price of 
steel? 

Mr. Arnau. Except what they are entitled to under these meas- 
ures we have talked about and that means nothing except for the 
Capehart increase. 

Mr. Woxcorr. If we increased the costs 97 cents after taxes, how 
much would they have to increase. the price in order to pay sufficient 
taxes to net the 97 cents. You said that before taxes their profits are 
$19 a ton, and after taxes $7.07. So there must be a relationship 
between this 97 cents and the total amount they would have to increase 
the price of steel in order to net them that much. 

Mr. Arnau. You’ would have to increase it about $3 to get an 
additional dollar. 

Mr. Wotcorr. That is right. , 

Mr. Cote. Now, Mr. Arnall, I am going to try to hurry along. 
On the question of the Herlong amendment, and the facts Mr. 
Rains was asking you about in connection with groceries, I also have 
had that complaint, that the growers are being treated as being in a 
different category than all the other retailers in the country, in con- 
nection with their historical markup. 

My understanding is that you are permitting all of the other 
retailers in the country—about a million of them—to proceed under 
historical markup practices and procedures, and that the grocers 
have a different type of regulation. What about that? 
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Mr. Arnau. Congressman Cole, they now have a markup, but 
we are now engaged in a study to see whether or not the markups are 
proper, or should be increased, or what should be done about it. 

The Bureau of Labor Statistics is conducting that survey. The 
great trouble has been that so many smaller merchants don’t keep 
records, or didn’t have records for the past years, and we are having 
to take an industry-wide pattern to establish what a percentage 
mark-up for them ought to be. 

That is being done and I assure you, sir, that just as quickly as 
we can possibly conclude it, we are going to take care of the situation. 

Mr. Cote. I don’t see yet why there should be a distinction. 

Mr. Arnau. Simply because different groups have different ways 
of pricing, different ways of keeping records. Many grocery stores, 
of course handle a lot of different items. 

Mr. Coxe. So does a drug store. 

Mr. Arnau. That is right. 

Mr. Coin. And a department store. They have thousands of items 
Yet you permit them a historical mark-up. All you say to a drygoods- 
man is, “You take the markup which you had historically, go ahead 
and price your goods,” and that is it. But to the grocer, you say, 
““No; we have squeezed vou into a certain pattern,” which is completely 
and entirely different. Now why? 

Mr. Arnau. Well, we have different kinds of regulations for differ- 
ent types of enterprises because their records are different, their 
pricing techniques are different, and that is the explanation as to 
why they are treated in a different category. I assure you, sir, I am 
not happy at that situation. It doesn’t completely satisfy me. 

Mr. Couz. Well, good. 

Mr. Arnau. And I hope that we can get it in good shape. You 
give me a little time and we will. 

Mr. Couz. All right. I understand that you are just beginning in 
this procedure. 

Mr. Arnau. That is right. 

Mr. Coun. But the difficulty, may I say to you, Governor Arnall, 
so far as these people are concerned is that one price man steps out 
and another one comes in and says, “I am going to do it,” and all the 
time they are having a very difficult situation. 

Mr. Arnau. That is right. I appreciate that, Congressman. I 
know that is true. 

Mr. Coir. We may feel that we should include in this law some 
amendment which would rectify that situation, and [ know you as 
Administrator don’t want any more amendments, without even asking 
you, but the situation has gone on now for some considerable period 
of time, and certainly there is no explanation here that seems to justify 
the reason for it. 

I wanted to talk to you, to follow up on another subject now 





Mr. Arnau, Congressman Cole, when I get some facts on that, 
may I insert that in the record? 

Mr. Cote. You may do so, at this point in the record. 

Mr. Arnau. Thank you. 

Mr. McDonovau. Will you yield? 

Mr. Cotes. Yes. 
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Mr. McDonoveu. In relation to the price of groceries that you 
were talking about, do you apply the same formula there that you 
outline, as you apply to the excess profits, or the increase in profits, 
over the best years, 1946-49? 

Mr. ARNALL. Yes, sir; we do. 

Mr. McDonovau. Than may I ask another question? 

Mr. Coxe. Yes, but we want to hurry along. 

Mr. McDonoveu. Is that your basic yardstick for setting prices? 

Mr. Arnau. For giving them relief. 

Mr. McDonoveu. For giving them relief in all types of industry? 

Mr. ARNALL. Yes, sir. 

Mr. McDonovueu. Then why shouldn’t it be just as uniform for 
the department stores, as it would be for grocery stores? 

Mr. Arnau. It is, but that is a relief provision, and not the 
price-fixing provision. In other words, when the price freeze went into 
effect, that was the established price ceiling at that time. Since then, 
we have been working on price ceilings. But if any industry comes in 
for relief, and wants an increased price based on this industry earnings 
standard, we apply that alike to everyone. 

Mr. Coxe. On the industry earnings standard, let’s get this very 
clear: You will continue with the industry earnings standard unless 
Congress enacts an amendment which prohibits you from so doing? 

Mr. ARNALL. Yes. 

Mr. Coin. That makes that issue very clear. 

Mr. ARNALL. Yes. 

Mr. Purnam. Well Congressman Cole, please, I am the one who 
has the responsibility for that particular standard. If you take that 
standard out, give us another one. ‘Tell us the standard you want. 

Mr. Coir. We have some standards that would do that. I just 
want the issue clear. 

Mr. Purnam. If the Congress wants to give us a new standard 
which provides for a complete pass-through of all costs into higher 
prices for everybody, regardless of the facts, it can do that, but we 
might as well go home because that is not going to prevent inflation. 

Mr. Coxe. Oh, well, all right. Now I want to ask Mr. Bullen a 
few questions. 

Mr. Bullen, I want to follow up Mr. Kilburn’s statement, with which 
I agree. You were not here, but vou are apprized, no doubt, of what 
Mr. Kilburn said with respect to the duty of the Wage Stabilization 
Board under this law? 

IT am not critical—— 

Mr. Butien. Excuse me, sir, I am not acquainted with the state- 
ment. I just heard generally that he had made a statement. 

Mr. Coie. Rather than wait for Mr. Feinsinger, I will proceed with 
the two or three questions I have. 

I am not critical of the amount of wages or benefits which the Wage 
Stabilization Board permitted the wage earners to have. I am not 
skilled enough or expert enough to know what that should be. 

Personally, I am in favor of the laborer or wage earner getting every- 
thing he can get, so I leave out all questions of how much it should 
be, and what the benefits should be, and all that sort of thing. 

The thing, though, that disturbs me, as a member of this committee, 
is this: And it is not in criticism as Mr. Kilburn said of the Board, 
because the Board was directed to undertake this particular duty, but 
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the thing that disturbs me is that in directing the Wage Stabilization 
Board to enter the field of arbitration, the President has taken from it 
its obligation and responsibility as a wage stabilization board. 

All of the discussion yesterday, with Mr. Feinsinger and members of 
the committee, was directed to the point of whether or not it acted 
properly as an arbitration board, and how it was doing that particular 
kind of a job. 

The thing that disturbs me is that when the Wage Stabilization 
Board becomes an arbitration board, it loses its efficacy, it loses its 
statutory responsibility in stabilizing wages, and I would like to have 
you comment upon whether or not you think there is anything to that 
fear of mine. 

Do vou get the distinction? 

Mr. Buen. I believe I know what you are driving at. 

Mr. Cour. Yes. 

Mr. Butuen. | think we have a to remember that any dispute which 
is submitted to a group of people for recommendations, on wage 
matters, will ultimately require the approval of the Wage Stabilization 
Board. 

Mr. Coun. Right. 

Mr. Butien. So that, 1 would simply comment on your remarks by 
saying that ultimately the case will come to the Wage Stabilization 
Board. 

Mr. Cote. But do you not envision a difference between the actions 
of the Wage Stabilization Board acting upon an application for an 
increase in wages, and the Board that acts as an arbitration body? 

Mr. Butien. No;I do not believe so. 

Mr. Coxe. You do not believe so? 

Mr. Buuien. No. 

Mr. Core. All right. I will tell vou what I think, and what I 
believe the majority of the Members of the Congress think. I may 
be wrong, but it is just my impression. I thought that when we set 
up a wage stabilization board, we provided this: And if you will read 
the debates, vou will see that the Members of Congress said so on the 
floor—that when we provide for price control, we must, in the same 
law, provide for wage control, or wage stabilization. That in order 
to maintain a balance between prices we must also maintain a sta- 
bilizing balance between wages and prices, and vice versa. 

That when industry and labor ask for increased wages and come 
before the Wage Stabilization Board, the Board must take into 
consideration whether the proposal was unstabilizing to the economy 
of the country. Whether it would cause a rise in prices, over here, 
in Mr. Arnall’s division. 

Now it is my judgment that when the Wage Stabilization Board 
decided and determined this matter between labor and the steel 
industry, they did not properly take into consideration the unstabiliz- 
ing effect of a rise in wages. Let us say, they did not take it into 
consideration as importantly as they would have as if they were not 
sitting as an arbitration body. That is my interpretation of it. 

Mr. Butien. Well, Congressman Cole, the Wage Stabilization 
Board took into account, of course, the principles of wage stabilization. 
We felt that our decision had to be consonant with the wage stabiliza- 
tion principles of the Board, and we have done so, and as you know, in 
several dispute cases referred to us by the President. I could name a 
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couple of cases where the wage increase recommended by the Board 
was exactly the same amount as the employer had offered before the 
case was referred to us. Because we felt that to go any further would 
mean that we would go above the stabilization levels which we 
though appropriate. 

Mr. Purnam. Could I comment a little on that same question? I 
think I have another answer. In the first place, prices and wages, 
since Korea, have gone up almost in equal amount. 

I have a chart here—perhaps it is not big enough for you all to 
see —— 

Mr. Coun. I think they have, but this steel thing will make quite a 
difference. 

Mr. Purnam. I want to show you this, and then vou can see how the 
steel recommendations compare. I don’t have a big enough chart to 
show to the whole room so I will have to hand it to you and you can 
pass it along. 

This is wage raises since January 1950 in other industries. You 
will see that steel does not set a new pattern. Those others were 
voluntary agreements in other industries, approved by the Board. If 
you will pass that around, I think you will see that steel does not 
set a new pattern. 

(The chart referred to faces this page.) 

Mr. Murer. You mean it is not setting a new pattern as to wages, 
Mr. Putnam? 

Mr. Purnam. That is correct. 

Mr. Muurer. It would set a new pattern on prices if you gave them 
a price increase. That would set a new pattern on prices. 

Mr. Purnam. That is true. The wages are within the stabilization 
rules. What they are asking for on prices is not within the stabiliza- 
tion rules, 

Mr. Mutter. Precisely. 

Mr. Coxe. I have no more, except that I wanted to point out that, 
in my judgment, it is circumventing the “eines sghe which are now 
available to the Administration to arbitrate, or to adjust and adjudi- 
rate, labor disputes to refer them to the Wage Stabilization Board. 
That opens up Mr. Kilburn’s question, and if you want to proceed 
with that, Mr. Bullen, vou can do so. The President could have used 
the Taft-Hartley Act satisfactorily. 

Mr. Butuen. You understand, of course, that the use of the Taft- 
Hartley Act would only have provided an injunction for a period of 
80 days. 

The board of inquiry which would be established under that act is 
specifically prohibited by Congress from making any recommendations 
as to the resolution of that dispute. So that there would be no method 
through which the parties would have received any recommendations 
which would have furthered, as it has in most cases, the disposition of 
the disputes satisfactorily. 

Mr. Coxe. That is all. 

Mr. Mutrer. I would like to pass to Mr. Deane at this time as he 
may not be with us at the next session. 

The Cuarrman. Mr. Deane. 

Mr. Deane. Thank you, Mr. Chairman. 

When you reach this part on the committee on both sides, questions 
are very irritating, I am quite sure. 
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Mr. Putnam. Not from you gentlemen at all. You have all been 
very patient with us. 

Mr. Deane. I would like to say that of the different witnesses who 
have appeared before us on this very controversial question, you 
gentlemen certainly have been most fair and cooperative, and I am 
very grateful to you. 

] wonder, Mr. Putnam, if you are in a position to give the opinion 
of Mr. Wilson, before the Senate committee, with reference to this 
legislation? 

Mr. Purnam. Not when he appeared yesterday, if that is what you 
mean. 

Mr. Deane. No, originally. 

Mr. Putnam. He was completely in favor of it. He was the first 
witness opening the hearings on the bill. He asked for a 2-year 
extension of the act and for all the things that we have been asking for. 

After all, the bill was largely drawn up in his office. 

Mr. Deane. There are one or two questions that I would like to 
direct now to Mr. Arnall. 

Section 104. What criticisms have you found, as to whether or 
not you feel that that amendment has developed a feeling of being not 
in the best interests of the United States? 

Mr. ARNALL. Congressman Deane, most of my knowledge about 
the application of that amendment, and its effect on our international 
relations, has been obtained from the newspapers or from periodicals. 
It appears that the State Department has felt that the amendment 
was very disastrous in connection with our relationship with some of 
the Scandinavian countries, I believe. Denmark and Holland, par- 
ticularly; Italy and Canada also. 

And the State Department has made its views known. Have they 
vet expressed their views to the committee? 

Mr. Deane. No. 

Mr. ArNALL. But they did to the Senate Banking and Currency 
Committee, and I assume they will be given an opportunity to state 
their views to you. J] have no first-hand knowledge of the effect 
of the amendment. 

Mr. Mutter. I have such a recommendation in answer to a request 
submitted by me, but I think they will appear. 

The CHarrMAN. The State Department will be invited to testify. 

Mr. Deane. With reference to general economic conditions, has 
your agency made a survey of the retail and consumer inventory, or 
to the extent the general market conditions may be on the verge of an 
upward swing? 

Mr. Purnam. That seems to be true for most consumer markets. 
We have not gotten an inventory of all of them. Some of those 
figures would be in the production agencies, and some would be in the 
Bureau of Labor Statistics, or the Department of Commerce, under 
which National Production Authority comes. Allocations are 
handled by the production agencies. 

Mr. Deane. Governor Arnall, what has been said with reference 
to textiles is likewise applicable to the furniture industry. 

What studies are you carrying on with reference to the pricing, un- 
employment, and production in that industry? 

Mr. Arnau. We have not yet moved into a study of that industry, 
Congressman. 
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Mr. Deane. Well, do you contemplate doing so? 

Mr. Arnau. We will be delighted to do so if you request us to do 
it. I probably would do it anyway. 

Mr. Deane. Seattered throughout a good many sections of the 
country, this industry is likewise faced with the same problems that 
the textile industry is faced with, and I am just wondering whether o1 
not it would be reasonable to relinquish all of that detailed reporting 
that your agency requires of these industries, in order to give them 
some relief concerning the amount of paper work they are carrying on, 
which they claim to be exceedingly burdensome. 

Mr. Arnau. Yes, we are engaged in a study of that kind, particu- 
larly in connection with those industries where close supervision of 
prices is not at the moment required by reason of economic conditions, 
existing in such industries. We will be delighted to look into that to 
see if we can be helpful, Congressman Deane. 

Mr. Deane. It is indicated to me, by this industry, that prices 
probably would average 10 to 15 percent below what they were in 
January of 1951. Do you know that to be true? 

Mr. Arnau. I don’t so know it. But I know if you so state it, 
it is true, sir. 

Mr. Deane. I am taking the word of the communications we are 
receiving on it. 

For example, a large manufacturer writes in this way to me: 

We were originally told it would be necessary for us to price our furniture under 
GCPR, basing our cost on prices existing prior to December 1950. We were then 
told it would be necessary to price our products under the CPR-22. This took 
hours and hours of work, studying much technical language in an attempt to 
comply. We were then told that we would price our merchandise under CPR, 
again. And we are now advised that within a few weeks it will be necessary for 
us to again revert to CPR-22. 

Is that true? 

Mr. Arnau. I hope it is not. 

Mr. Deane. I want to deliver this letter to you and ask you to look 
into it. 

Mr. Arnau. I would like to. 

Let me say this: Here are the statistics of the Bureau of Labor 
Statistics. Up to March 15, 1952, they show that living room suites 
are between 1 and 1%» percent under the peak. Sofa beds, the same. 
Dinette suites are 2 percent to 2.9 percent below. And bedroom suites 
are 3 to 4 percent under the peak. So they are under, but I haven’t 
got the figures as to how much so. But that is what this indicates. 

In any event, we will look into it. 

Mr. Deane. Would that indicate to you then that the price of 
furniture needs to come down? 

Mr. Arnau. It would indicate that it is pretty near to the ceiling. 
This chart would indicate that. 

Mr. Purnam. Congressman Deane, may I add just one thing, on 
inventories? You asked me some questions, and I have got over-all 
figures here, but not detailed figures. Retail inventories in February 
were down to $18,189,000,000, as against $20,643,000,000. In other 
words, they are down well over $2 billion from the peak of a year ago, 
down almost to where they were at the end of 1950, which looks as if 
there ought to be some rebuying very promptly. 
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Mr. Arnau. Congressman Deane, let me have that letter. I 
wanted to check that. If that is true, it is very unfortunate and we 
would want to try to rectify it. 

Mr. Deane. I will be glad to do so. Assuming that regulation W 
is amended to allow 24 months’ payment, say, on an automobile, and 
the Herlong amendment is retained in the law, what do you contem- 
plate, Governor Arnall, will be the reaction, so far as prices are con- 
cerned? Prices, as well as demand for the product? 

Mr. Arnau. I would assume that it would firm up the price. 
Because if you extended—regulation W is a third down and 18 months 
now, I believe. 

Mr. Deane. That is right. 

Mr. Arnatu. If you provided a down payment of a third and 
24 months, it would seem that that would make it somewhat easier 
for people to buy some things that they would like to buy. It would 
also have a tendency to firm up the market, I would think. 

Mr. Deane. Do you think that would be wise, in view of the fact 
that they claim that these inventories are rising? 

Mr. Arnau. Congressman Deane, of course, as you know, that is 
not within my province. And I haven’t discussed this with any of 
my staff and I don’t know what their views would be, but I will tell 
you what my view would be. 

If I were asked for a recommendation about regulation W, I would 
ask to keep regulation W in effect, but to liberalize the time of pay- 
ments. 

Mr. Deane. It is now 18 months. What would be your liberali- 
zation? 

Mr. Purnam. May I just say this? Can we both answer it? 

Mr. Deane. Let him follow through, please. Then we will come to 
you. 

Mr. ArNALL. First of all, it is purely a matter up to the Federal 
Reserve Board, but if asked for my opinion, I would say from 18 
months to 24. 

Mr. Deane. You will remember that last year this committee more 
or less had to take it in hand. It appears that that may be true again. 

Mr. Arnau. That is just my personal view. I have no hesitancy 
to express it. It may not coincide with anyone else’s. 

Mr. Deane. It coincides with mine. 

Mr. Mutter. The Federal Reserve Board could make it 24 months 
or any period it wanted. 

Mr. Purnam. That is the point I was going to make. I think you 
have a Federal Reserve Board much more responsive to the will of 
Congress and the people than perhaps it once was. I would hate to 
see them forced to make it a minimum of 24 months. I would like to 
see them have the power to make it short or long as conditions war- 
rant. I think the fact that they are considering right now dropping 
it shows that you can trust them to act in accordance with conditions. 
But | wouldn’t like to see a definite period written into the law which 
would mean a floor, not a ceiling. Last year, the Congress said 18 
months must be the minimum period on automobiles. In case of 
renewed inflation, no change could be made. 

Mr. Mutrer. They can liberalize or suspend it, can’t they? 
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Mr. Putnam. That is right. That is the point. I would like to 
have them have the power to make it reasonably tight or reasonably 
loose as conditions change and not have the Congress extend the time 
by law because then it becomes a floor and not a ceiling. 

Mr. Deane. One other question, Mr. Arnall, concerning fruits and 
perishable commodities. Because of the fact that there are unusual 
fluctuations in that market, do you feel that maintaining these maxi- 
mum prices is an extreme difficulty on the part of that industry or 
trade? 

Mr. Arnatu. We have no ceilings, Congressman, on any fresh 
fruits and vegetables, except potatoes. ; 

Mr. Deans. I was coming to that. Why do you maintain ceilings 
on potatoes? 

Mr. Arnau. Because the price of potatoes was going up so rapidly 
we felt that it was best to undertake to stabilize the price by imposing 
a ceiling. 

Mr. Deane. That is all. Thank you, gentlemen, very much. I 
had some more, but the chairman wishes to adjourn. 

Mr. Wotcorr. Mr. Chairman, we have notice that the House has 
started reading the agricultural appropriations bill about 5 minutes 
ago. I think we should go to the floor. 

The CHarrMan. We will adjourn to meet at 10 o’clock on Friday. 
Tomorrow the House meets at 10 o’clock, which precludes us from 
meeting. So we will reconvene on Friday at 10 o’clock. 

Mr. Muurer. Can these gentlemen return on Friday? 

The CHarrMan. The witnesses will come back at 10 o’clock on 
Friday. 

Mr. Purnam. You want us all back at 10 o’clock on Friday? 

The CHAIRMAN. Yes. 

Mr. McDonovucn. Will Mr. Feinsinger be here then? 

Mr. Buuien. I am not sure, sir. If he is not, I will be here. 

Mr. Purnam. We will try to have him. But if not, the Vice 
Chairman will be here. One or the other will be here. 

Mr. McDonoueu. Thank you. 

The CuarrMan. We will now adjourn until Friday at 10 o’clock. 

(Whereupon, at 4:02 p. m., the committee adjourned, to reconvene 
at 10 a. m., Friday, May 2, 1952.) 
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FRIDAY, MAY 2, 1952 


Hovusrt or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m. pursuant to adjournment, Hon. Paul 
Brown, presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer 
O’Brien, Bolling, Fugate, Wolcott, Gamble, Talle, Kilburn, Cole,, 
Hull, Nicholson, McDonough, Widnall, and Betts. 

Mr. Brown. The committee will come to order. 

We will continue the hearings on H. R. 6546 and we will resume with 
the testimony of Mr. Putnam, Governor Arnall, and Mr. Bullen, Vice 
Chairman of the Wage Stabilization Board who is appearing in behalf 
of Mr. Feinsinger. 

Mr. Multer, I believe you have the floor. 

Mr. Purnam. Mr. Chairman, might I report that Mr. Bullen, Vice 
Chairman of the Wage Stabilization Board, is again here because Mr. 
Feinsinger is out of town. 

Mr. Brown. Very well. 

Mr. Mutrer. I will try not to repeat what has already been cov- 
ered, Mr. Chairman. I would like to take this opportunity to get a 
few things on the record, so as to emphasize some of the things the 
witnesses have already presented to us. 

I think most of the members of this committee are in complete 
agreement with you gentlemen; that if we are going to keep down 
inflation, we must use every means available, and regardless of the 
definitions that may be applied to direct and indirect controls, I think 
we are all in agreement that they all should be used and all be made 
available to you gentlemen if you are to do a proper job. 

I would like to place on the record at this time the fact that as 
early as 1950, the distinguished gentleman from Michigan, Mr. 
Wolcott, who raised the question of indirect controls with you gentle- 
men, was responsible for the amendment being offered on the floor, 
to the Defense Production Act, which prevailed, striking out of the 
Defense Production Act all reference to credit controls other than 
consumer credit and real-estate credit. 

So I don’t think it becomes any of those gentlemen now to talk 
about the fact that indirect controls have not been helping you do 
the job. 

Then again, in 1951, we were considering the amendments to the 
Defense Production Act, and the talk then, instead of just general 
credit controls, was talk about indirect controls by increasing bank 
reserve requirements, and I presented an amendment to give the 
Federal Reserve Board that right, and the opposition was again led by 
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the gentleman from Michigan, Mr. Wolcott, and kept that amend- 
ment out of the Defense Production Act. 

Mr. Cours. Of course, you understand that it wasn’t on the basis of 
the fact that he was opposed to those controls, but that no hearings 
had been had. 

Mr. Murer. We had hearings on them because every time the 
matter came up the subject was fully discussed with all witnesses. 

Mr. Coir. The Federal Reserve has never been up here on that 
subject, never—not once. 

Mr. Mutter. Well, I won’t argue the question with you, but both 
sides of the question have been repeatedly presented to the committee, 
and also presented to the House during the debates on the bill, and up 
to the present time, the law remains as it because is of the facts I 
have just stated, as borne out by the Congressional Records of 1950 
and again of 1951. 

Now, with reference to the reason why it is necessary to continue 
the Defense Production Act, and why we should not lift controls, 
»ven on those items where the prices are under ceilings, I think you 
gentlemen will agree that during the OPA days the cry always was 
that the ceiling was the floor. And I think you will agree also that 
when we first enacted the Defense Production Act, the cry again was 
that “ceilings will be the floor.” 

Is that not so, gentlemen? 

Mr. Purnam. That is so, ves, sir. 

Mr. Murer. Now, one reason why you can suspend but cannot 
lift the ceilings altogether is that in many industries throughout the 
country, many industries in the country make contracts for raw 
materials to be delivered well in advance; isn’t that so? 

Mr. Purnam. That is definitely so. I know it is in my business. 
We take months to deliver a machine after we get the order. 

Mr. Muurer. Most of the apparel industries will take contracts 
today for delivery 6 months from today. 

Mr. Arnauu. That is correct, sir. 

Mr. Murer. And the prices are usually fixed in the contract at 
the time it is made? 

Mr. Arnau. That is right. 

Mr. Mutrer. Of course, today they must invariably put into the 
contract a limitation that the price will not be above ceiling, otherwise 
they will be in violation of the ceiling regulations. Is that so, too? 

Mr. Arnau. That is correct, sir. 

Mr. Mutter. So that if you took off controls and didn’t keep your 
ceilings on, you would probably find yourself in the position where 
if vou had to reimpose controls 6 months from now you would be 
met with the ery that you were breaking existing contracts, and that 
that is unfair. So you must keep your ceilings on now so that you 
will not 6 months from now again be up against the position where 
prices are running away. 

Mr. Putnam. There is another reason you must suspend rather 
than decontrol. It is because of the wage situation. The wage 

stabilization program would have a very difficult time keeping wages 
under control if prices were completely decontrolled. 

Mr. Butuen. That is correct, Congressman Multer, I feel that 
during a period of decontrol, you would find that some unions, par- 
ticularly in tight labor market areas, or unions representing partic- 
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ularly skilled crafts, might well get increases away beyond what you 
would expect during a period of this sort, under controls, and you 
would find that that sort of increase would spread and create inequities, 
which it would be difficult to handle in the event controls had to be 
reimposed. 

Mr. Putnam. But the idea of suspension is one that we are very 
much actually working on. We have no desire to keep a tight control 
where it is not needed or where it is just a nuisance. And that is what 
\ir. Arnall’s committee is doing. 

Mr, ArNALL. That is correct. 

Mr. Murer. Let me direct your attention to some of the history 
that brought about the Capehart and Herlong amendments. I know 
that if you haven’t had it called to your attention before, you will 
probably use this as a guidepost in the administration of your agencies 
from here on in. 

Prior to the adoption of those amendments, the Congress was 
flooded with complaints about slow action in adjusting prices, because 
of increased costs, and as the Small Business Committee went through 
the country holding hearings, it also received, at almost every stop 
throughout the country, complaints to the effect that OPS was not 
taking into account increased taxes, and increased costs, in adjusting 
prices. 

Unfortunately, although I think you will agree that Mike DiSalle 
did an excellent job, be just couldn’t get around to all of the things 
that had to be done in the arly days, and the result was that Capehart 
and Herlong were written into the law to do what should have been 
done administratively. If those things had been taken care of 
quickly—and I am not saying this by way of fault finding, it was just 
impossible to get around to do all these things in those early days— 
but I do think that if those complanits had been effectively eliminated 
udministratively, you probably never would have had a Capehart and 
Herlong amendment, and I agree with you that they do not belong in 
the act. 

The general principle should be stated in the law and then you 
should work it out by rules and regulations, administratively, to take 
care of all these different situations. I am sure that you will keep 
those things in mind and act accordingly in the days ahead. 

Mr. Arnatyu. Mr. Congressman, we will undertake to move as ex- 
peditiously as we can in these fields; yes, sir. 

Mr. Mutrrer. Now, with specific reference to the tax situation: | 
think you gentlemen will agree that although we may lose some. taxes, 
if you increase wages in the steel industry, or in any other industry, 
we will also gain taxes on those individual incomes. Is that not 
correct? 

Mr. Arnau. That is correct, and that is one of the main points of 
insistence we use in answering the arguments on the tax issue; that 
the individuals of the country pay taxes, too, as well as the corpora- 
tions, under the laws of the Congress. 

Mr. Putnam. | think there is another point, if I may interrupt, 
Congressman. The other point that I have in mind is this: that if 
the object of the Stabilization Agency is to increase taxes, then we 
had better raise prices everywhere because we would get more taxes 
that way. I know that is certainly not the intent of Congress. 

Mr. Mutrer. No, Mr. Putnam, and I am not suggesting that it is. 
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Mr. Purnam. I know you are not. 

Mr. Mutter. I did want to emphasize the fact that 62 percent 5 th 
of the total direct tax receipts of the United States Government — G 
came from individual taxpayers. 

Of course, the cry has gone up again that the President should . a 
invoke the Taft-Hartley Act, to get another 80-day continuance of mm 
the status quo by injunction. , (itl 

Was it not, if not expressed, at least, implicit in the postponing of 4 
the strike date for some 99 days by the unions, of the threatened p 6UCUY 
strike, they wouldn’t have another 80 days imposed upon them by 3 
injunction after waiting the 99 days? p uh 

Mr. Purnam. Mr. Bullen, suppose you comment on that. 

Mr. Buuuen. I don’t know whether it was implicit or not. IT am ; g 
sure that the union felt that they had voluntarily done more than a) 
would have been required of them under Taft-Hartley. . 4 


Mr. Muurer. Would it be fair to sav, then, that if it wasn’t implicit, 
that the unions could have readily charged a breach of faith on the 
part of the Government, if, after they granted voluntarily 99 days’ d 
stay, on top of that Government got 80 days more by court injunction? i 

Mr. Buuuen. I understand the union does feel that way about it, | 
Mr. Multer. 

Mr. Putnam. I think, Congressman, that it is a matter of fair play; 
if you wait under one law, should you also wait under another? 

Mr. Muurer. I know that if I were writing the Taft-Hartley law 
today—I don’t think I would write it, but if I did, I would certainly 
provide that the 80 days’ stay by injunction should be decreased by : 
any number of days by which the parties had agreed to withhold 4 
action voluntarily. I think that is the least that they are entitled to, : 
if we are to have good faith in bargaining in the future. We must 
take that into account and not get them to voluntarily wait a length 
of time and then in addition slap on them an injunction for a further 
period of time. 

Mr. Butuen. I think it should be pointed out in that respect, 
Congressman, that Taft-Hartley also provides that a party must give 
60 days’ notice to the other party of its intention to terminate or 
modify an agreement. 

It is illegal, under certain conditions, for the union to spill during 
that period of time, and until that period of time has expired, so that 
you will really have, in addition to an 80 days’ injunction period, if an 
injunction is used, the 60 days prior to that time when the parties 
are on notice that the contract is going to terminate. They have that 
time also to negotiate an agreement. 

That would bring the total to 140 days. 

Mr. Mutrer. Sixty and ninety-nine in this case. 

Mr. BuLLEN. Sixty and eighty, under an injunction. 

Mr. Mutrer. Was it 60 plus 99 in this case? 

Mr. Buuuen. Yes; that is correct. 

Mr. Mutter. Sixty days’ notice and ninety-nine days voluntary 
delay? 

Mr. Buuuen. That is correct. 

Mr. Muurer. They have had 159 days altogether? 

Mr. Buuren. That is correct. 
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Mr. ArNALL. Mr. Multer, you were inquiring about the effect of 
the steel wage price arrangement on the revenue of the United States 
Government, the tax revenue. 

Now, I would like, if you wish, to comment on that, or else put a 
document in the record, Mr. Chairman, which shows the computation 
as to how much less the steel companies would be required to pay in 
the way of taxes by reason of these adjustments. 

I can either give you that now, or put it in the record, whichever 
you prefer. I would like to have it in the record. 

Mr. Brown. It may be inserted in the record, and let Mr. Multer 
have it. He may want to ask some questions on it. 

Mr. Murer. While we are on the question of taxes, can any of you 
gentlemen supply us with the figure of the total number of billions of 
dollars of tax-amortization certificates that have been granted on 
certificates of necessity to the steel industry? 

Mr. ARNALL. We will be delighted to supply that for the record. 

Mr. Mutter. It is a tremendous figure, is it not? 

Mr. Putnam. About $1,700,000,000. That is rough. We will put 
the exact figure in, 

(The information referred to is as follows: ) 


THe Errect on Tax REVENUE 


It has been argued that any reduction in steel company earnings would result 
in a substantial loss of Federal tax revenue and that therefore prices should be 
adjusted sufficiently to avert this loss. 

Carried to its logical conclusion, this argument would imply that OPS should 
look with favor on all price increases because corporate taxes would be raised 
thereby. Aside from the apparent absurdity of such a position, the figures gen- 
erally presented in support of this argument ignore the compensating increase 
in tax revenue which would result from higher personal income taxes paid by the 
steel workers. 

Of course, the tax rate paid by the workers would be considerably lower than 
the rate paid by the companies. However, workers will be required to pay in- 
creased taxes on the total increase in wages—which is approximately equal to 
the increase in labor costs to the companies—-whereas the companies’ profits, 
and thus their tax base, would be reduced considerably less as a result of the 
Capehart amendment. For the vear 1952, for example, on the basis of the full 
recommendations of the Labor Board, including the retroactive feature, and the 
$3 Capehart increase effective May 1, net tax revenues would be reduced only 
$48 million. This represents the difference between a drop of $116 million in 
taxes paid by the companies an an increase of $68 million in workers’ personal 
taxes. The details of this calculation are shown in the accompanying tabulation. 

This conclusion is based on the following assumptions: 

(a) The reduction in company taxes would be 70 percent of the loss in profits. 
This assumes that all producers are now paying at the maximum rate and is 
therefore probably somewhat overestimated. 

(b) The increase in workers’ taxes is computed at an effective rate of 20 percent. 
While this may be valid for the majority of workers, there will undoubtedly be a 
considerable number whose earnings extend beyond the lowest bracket and this 
figure is therefore probably an underestimate. 

(c) The calculation makes no allowance for the effect of any possible change in 
dividend rates. This is based ou the assumption that dividend payments are 
generally conservative in relation to earnings and that no immediate change in 
such rates would be required. 


97026—52—pt. 1——14 
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Estimated loss in tax revenue, 1952, on basis of proposed steel settlement 
Ratmated mroducuon. tees... tons_. _—- 85, 000, 000 
Average increase in wage costs per ton______. _______- per ton__ $4 
Estimated production, May through December___-_-_--_--- tons__ 58, 000, 000 
Capehart increase, available from Mav 1__________-_- per ton__ $3 
Increase in labor costs, 85,000,000 tons by $4____________-___-_- $340, 000, 000 
Less: Capehart adjustment, 58,000,000 tons by $8___.._._.___..... 174, 000, 000 

Net loss in revenue____-__-._---- pre ESE oe ee Se 166, 000, 000 
Loss in corporation taxes, $166,000,000 by 70 percent !_._..___._. 116, 000, 000 
Increase in workers’ personal taxes $340,000,000 by 20 percent ?_- 68, 000, 000 


Ree eee ee See Te = 48, 000, 000 


1 Assumes all producers at maximum tax rate. 
2? Assumes all workers at minimum personal rate, after standard 10 percent allowance for contributions, 
ete. 


Net loss in taxes 


Mr. Mcurer. That is written off by the steel industry as an expense 
of operation before they arrive at net profits? 

Mr. Putnam. Over a 5-year period I think roughly the figures are 
$2}; billion, but only seventy-odd percent of that is allowed for quick 
amortization, which makes $1,700,000,000 to be written off during a 
5-vear period. 

Mr. Arnaut. In that connection, the earnings figures that were 
supplied to the committee, Congressman Multer, in previous sessions 
take into consideration depreciation, expedited depreciation, and 
emergency amortization of these plant outlays. 

Mr. Murtrer. Yes. Those are items that they write off today as 
expenses which ordinarily they would not have been able to write off? 

Mr. Arnau. That is right. 

Mr. Muvurrer. Are you generally familiar with the interview that 
was reported in the U.S. News & World Report of May 2, the Charles 
Wilson interview? 

Mr. Purnam. I have read it; ves. 

Mr. Arnau. Ihave not read it. Tread one or two paragraphs of it. 
But I did not read the complete interview. 

Mr. Mutter. Well, one of the assertions there by Mr. Wilson is 
that you people made no effort to keep Mr. Wilson informed. You 
didn’t even give him an inkling of what was coming. 

Mr. ArRNALL. ‘‘You people.’”” Who do you mean? 

Mr. Mutrer. He probably meant the Wage Stabilization Board. 

Mr. Putnam. That is probably what he means. Let me correct 
the impression of what happened, at least as far as my knowledge of 
it is concerned. During the time the steel dispute was before the 
Board, Mr. Feinsinger and I were in constant touch with one another— 
often several times a day. I was also in constant touch with Mr, 
Wilson, and in a number of cases Mr. Feinsinger was in direct touch 
with Mr. Wilson, too. 

I think he was thoroughly informed of all that was taking place. 
I made sure he was kept informed of everything I learned about it. 

Mr. Mutter. Then, too, there is an inference—— 

Mr. Purnam. At least once a day he got news of Board deliberations 
through me, and in some instances he got the news direct from the 
Board itself; from Mr. Feinsinger. 

Do you have anything to add to that, Mr. Bullen? 
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Mr. Buutuen. Yes; I do. Before the Wage Stabilization Board 
made its recommendations, there was a meeting that took place with 
Mr. Putnam, Mr. Wilson, Mr. Feinsinger, and myself. 

At that meeting Mr. Feinsinger outlined in detail to Mr. Wilson 
exactly what the recommendations of the Board were likely to be, 
based upon our knowledge of where we were at that time; and, after 
making such an outline of those recommendations, Mr. Wilson did not 
express an objection to them but said in effect this: ‘‘ Well, this is a 
tough case. Go in and do the best you can.”’ 

That was his reply to Mr. Feinsinger. 

I was present at that meeting, and Mr. Putnam was present at that 
meeting. 

Mr. Putnam. That is correct. That is also my recollection of what 
happened. 

Mr. Mutrer. There is an inference or an insinuation in this same 
interview that the Wage Stabilization Board was in continual touch 
with Key West, meaning with the President while he was at Key 
West, and that the Wage Stabilization Board was taking orders from 
the White House as to what should be done. Would you care to 
comment on that? 

Mr. Buuuen. I can say this, Congressman Multer: that we were 
never in touch with Key West concerning our recommendations or 
what they should be. 

I worked very closely with Mr. Feinsinger on this case as Vice 
Chairman of the Board; I know the conversations that took place; 
and I can say that to my knowledge—and I know that Mr. Feinsinger 
has expressed this opinion to me when he heard of this charge in this 
interview in U. S. News—that he had no contact, nor did I, with 
Key West concerning our recommendations in this case. 

Mr. Muurer. When Mr. Wilson returned from Key West, he had 
some comments or offered a proposed compromise of this controversy. 
Are you familiar with that? 

Mr. Butien. I understand so. 

Mr. Meurer. Do you wish to make any comments upon his pro- 
posed settlement or compromise? 

Mr. Butuen. Excuse me; I did not quite get the question. 

Mr. Mutter. Do you care to comment upon what Mr. Wilson 
proposed as a compromise of the steel controversy? After his return 
from Key West, that is. 

Mr. Buuuen. I would like to have my memory refreshed as to 
just what his suggestion was, Congressman. 

Mr. Arnauu. Mr. Multer, maybe Mr. Putnam or I could tell you 
more about that because 

Mr. Mutter. Yes, sir, I think that is right because it involves an 
increase in price. 

Mr. ArRNALL. That is right; that is my department. 

Mr. Mvutrer. Yes. 

Mr. Purnam. Mr. Wilson came to my apartment right from the 
airport. When he landed he perhaps inadvertently made the state- 
ment that he did make for publication. He came to my apartment 
to tell me what happened and he and I discussed the case back and 
forth for some time, and also for many days thereafter. 

He never could quite understand the Wage Stabilization Board’s 
rules. J know he didn’t when he testified before the Senate Com- 
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mittee meeting the other day, because I have been reading some of 
that testimony. He kept maintaining that the Wage Stabilization 
Board rules were based on January 1951; yet in his own reports, in 
all five of his quarterly reports, he pointed out that they were based 
on wage relationships in effect on January 15, 1950. So that some- 
where his recollection has not been quite correct. 

He also seemed to have had the feeling that there must be a price 
increase to go with a wage increase, which is so different from the 
philosophy of General Electric that you should constantly try to give 
more for the money. I could never quite see eye to eve with him 
on that. After he returned from Key West he announced to Gov- 
ernor Arnall and me that he had told the steel companies he was 
going to give them a price increase commensurate with any wage 
increases. That is when we both got upset because we had the feeling 
that that was our job and not his. 

Is that correct? 

Mr Arnauu. That is good, but that is not the whole story. When 
you finish, IT want to add something. 

Mr. Putnam. Well, I don’t want to go into it, because T am very 
fond of Mr. Wilson, and I think his contribution to this country 
has been tremendous. 

Mr. Murer. We all are. 

Mr. Purnam. I have great respect and admiration for him, but IT 
think his recollection of some of the things which happened in this 
case is not the same as my recollection. Now I have finished for the 
moment, Mr. Arnall; you may go on, if you wish. 

Mr. Arnaui. Mr. Chairman and Mr. Multer and gentlemen of the 
committee, Charlie Wilson is one of the finest Ameridans it has every 
been my pleasure to know. 

I would in no way censure or criticize him. I am sure that at all 
times he has acted according to his best judgment as to what was 
patriotism of the highest degree and what was propriety of the highest 
degree. 

When I first came up here, Mr. Wilson called me over to his office, 
and IT had a very delightful visit with him, and he impressed me with 
the fact that this whole stabilization program was dedicated to one 
proposition, and that was to keep the American dollar as sound as we 
could. 

He pointed out that in 10 vears its value had shrunk from a hundred 
cents on the dollar to, I believe, 52 cents; and he pointed out the 
great danger that was ahead for our country if we allowed the dollar 
value to continue to decline—that the whole economic roof would 
collapse on our heads and we would have no country and we would 
lose the fight to communism. 

He was a dedicated public servant, believing sincerely in that pro- 
gram and that approach. 

As a matter of fact, he so kindled in my heart and mind the desire 
to be a part of that fight that he persuaded me very definitely as to 
my responsibility to make such contribution as I could insofar as 
trving to hold the price line was concerned except where price increases 
were proper under the law and under the regulations. 

Well, when the WSB recommendations came out, the first thing 
| knew about it, as I recall, was that we had a meeting over in Mr. 
Wilson’s office, and he said he was going to Key West to acquaint 
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the President with the terms of it. And so he went down to Key 
West, and when he came back he called Mr. Putnam and me over to 
his office one afternoon— 

Mr. Putnam. I had seen him in between. 

Mr. Arnau. And he said that the President had told him to settle 
this matter, that the President did not want a strike, and that he, 
Wilson, had called the steel people and told them that they would 
get a commensurate price increase for whatever they had to give in 
the way of a labor or wage increase. 

And I sat there stupefied. I said ‘‘Charlie, you have already told 
them that?’ He said, “Yes; I have told them that,’ and I said, 
“You didn’t mention it to me.”’? He said, ‘‘No; I didn’t mention it to 
you, but that is what I thought had to be done, and I thought I was 
carrying out the wishes of the President, and I think we have got to 
give them a price increase, and | have told them.’’ 

And I said, “How much?’ And he said, ““A commensurate price 
increase.’ This to me means a complete pass-through, a Capehart 
proposition. 

Mr. Purnam. Actually he meant a pass-through plus 25 percent. 

Mr. ArNALL. Yes; plus 25 percent. 

So he said, ‘‘Now I am going to have a press conference over here 
in the morning, and we are going to get Putnam and you and Fein- 
singer over here, and I am going to tell the press that everything is 
settled; we are going to give a wage increase and a price increase, & 
commensurate price increase.” 

And I said, ‘‘Well, Charlie, I am not coming to your press confer- 
ence, because I don’t believe that. You cannot do that. That is not 
right.’’ I said, ““You sold me on the idea that we have got to hold the 
line; and, without me passing on what WSB is doing, I can hold the 
line, and I am going to do it.”” And he said, “Oh, no.”’ He said, 
“No; you have got to go along on this.” I said, ‘ Well, I am not 
coming.’” He said, ‘Well, of course, there is a lot in what you say, 
but this is a very important matter, and I have got a speech to make, 
and so you come over here in the morning.”’ 

So I went on home, and the more I thought about it, the more hurt 
Twas. Iwas hurt. You see, Lhave been the dog tail in this thing. 
Everybody moves and then they come over and say, “You are the bad 
boy. You are holding up all this business.” I said, “Charlie, you 
haven’t consulted with me about it. If I had a man on my team, and 
he was in charge of price, | would at least tell him what | was going to 
do before I went and told the steel people they were going to get a 
price increase.”’  ‘Well,”’ he said, “You cool down and come over here 
in the morning.”’ 

So that night I called him. I had gotten more hurt about it and 
I got him on the phone. I said, “Charlie, I have thought about this 
thing. Itis wrong. And I am not going to be a party to it. And I 
am not coming to the press conference. I am not going to sit there 
and be gagged and muzzled and be pulled along here, as an appendage 
to what you do, when you haven’t consulted me about it. I am the 
guy that is going to be blamed for raising prices when there is no 
reason for it, and I am not going to do that.” 

“Well,” he said, “I don’t blame you.” That is what he said. 

So we hung up the phone. Then I went out to Mr. Putnam’s 
house. By that time I had gotten quite concerned about it and the 
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more I thought about it the more hurt I got. And I went out to Mr. 
Putnam’s and found that he was there with members of his staff. 
And Mr. Putnam had reached the same conclusion I had, independent 
of me, that this was wrong, it was not fair, couldn’t be justified under 
our laws and under our regulations. 

And it was my belief, as it is now, that if stabilization doesn’t mean 
anything, we ought to junk it. Let me make that plasn. Mr. Chair- 
man, anytime that it gets to be a sham and a hypocrisy, I want it 
junked. 

Anyway, Mr. Putnam had reached the same conclusion [ had. He 
said he was not going to the press conference. As a result of that 
the next morning Mr. Wilson did not hold a press conference because 
neither Mr. Putnam went nor Mr. Feinsinger, nor would I go. 

I called him again that morning and said, ‘‘Charlie, 1 want to come 
over to see you after your press conference, so that you will under- 
stand again my feeling about this thing.’ 

So I went over to see him after his press conference didn’t material- 
ize and I told him again that the only way I knew to run my job was 
to run it according to the law that Congress had given me and the 
rules and standards that had been adopted. That I could never be 
party to giving a price increase to the aluminum people, or the cotton 
farmers, or the steel people or anybody else, just because I liked 
them, or wanted to avoid trouble. 

“Well,” he said, “Governor, vou don’t understand all these things.’ 

Now, I said, ‘‘Well, I would feel a lot better if I heard that from the 
President. Because it is awfully befuddling to me. I don’t under- 
stand all this fast play.” ’ 

He said, “‘You go see the President. I am going to see that you 
see him.” I said, ‘‘Well, I think we all probably ought to talk with 
him.” 

Mr. Putnam had arranged an appointment with the President. 
I did not call the President. Mr. Putnam invited me to go with bim. 
We went over to the White House to see the President, and while 
there, Mr. Putnam and I both agreed that it was proper for Mr. 
Wilson to be there so that we could all get everything straight if 
there was any misunderstanding about it. 

So it was suggested to one of the President’s secretaries that Mr. 
Wilson be invited. I did not want to be talking behind Charlie’s 


’ 


back. I don’t think that is the way to do. It was a wide-open 
proposition. And Mr. Putnam did not want to be going to the 
President behind Charlie’s back. We just wanted to be sure that the 
orders were one Way or another way, or what it was all about. 

So we got over there, and Charlie came in, and we had a talk. 

Mr. Purnam. We went in together. 

Mr. Arnau. Yes; we all went in together. And I told the Presi- 
dent, and Mr. Wilson, and Mr. Putnam, that I couldn’t go along with 
just giving price increases where they were not entitled to price in- 
creases, and I felt very hurt that Mr. Wilson had called the steel 
people and told them they would get a price increase without ever 
discussing it with me. 

And I told the President and Mr. Wilson and Mr. Putnam that 
somebody ought to call the steel people and tell them they weren't 
going to get that price increase. 
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Well, we had a talk, and it resulted from that talk that there had 
been a misunderstanding about it, and it was then that Mr. Wilson 
resigned. Lasked himnotto. Mr. Putnam asked him not to. When 
he resigned, I wrote him a letter and told him I hated to see him go, 
that he was a great American and I was very sorry that there had been 
any misunderstanding about it. 

But I wanted you to know, Mr. Chairman, and Mr. Multer and 
gentlemen of the committee, that my action throughout in connection 
with Charlie Wilson has been on a high plane, there has been no 
double dealing, it has been aboveboard, and I thought I took the 
position that he had indoctrinated in me that we were not going to 
have inflation and we were going to hold the line. And all I could 
do was to hold prices if they were not entitled to a price increase. 

The Cuairman. Did Mr. Wilson recommend that they get a price 
increase? 

Mr. ArNALL. He never recommended it to me, no. Without con- 
sulting me, he called the steel people and told them that he would 
assure them that they would get a price increase commensurate with 
what they had to pay labor, plus 25 percent. 

Mr. Purnam. That is correct. 

The CHatrMan. What was that based on? 

Mr. Arnatuu. I don’t know. On nothing. Not on any sound rules 
regulations or laws. 

Mr. Purnam. When he told me— 

Mr. Brown. What do you mean by, “‘plus 25 percent’’? 

Mr. Putnam. The steel people figure that 20 hours of labor go into 
making a ton of steel, if you include the labor in the coal mines, in 
the iron mines, and all the rest. It is 17 hours directly in a steel mill 
but 20 hours if you include the raw materials. 

He had proposed that the steel companies get 25 cents a ton increase 
for every cent they gave in wages. That extra 5 cents a ton is where 
I get my 25 percent. 

The Cuarmman. I thought the formula they had was 1 cent increase, 
multiplied by 20 cents on a ton of steel. 

Mr. Purnam. That is correct for direct labor costs. However, the 
steel companies say that if you go back historically, you will find that 
a l-cent wage increase costs them 40 cents a ton more because their 
materials and other costs go up an additional amount equal to the 
increased labor costs. 

The CuarrmMan. That was their contention? 

Mr. Purnam. Yes, sir. In this instance they insisted that they get 
25 cents for each cent they gave, whereas our figures on the actual 
labor costs are 20 cents. That is what I meant by a pass-through 
plus 25 percent. 

Mr. ARNALL. Now I want to say one other thing before I leave the 
subject of Mr. Wilson. He is an honorable gentleman and I[ don't 
have any complaint with him, and it was my job to cooperate with 
him, as I would, but on the other hand I have got to be able to justify 
what I do based on the law and the standards we have. 

Mr. Purnam. That was my position with him, too. We didn’t go 
behind his back I want it understood—and he understood it too— 
we were perfectly open with one another. I said that I wasn’t satisfied 
that the President would really want it done that way if he knew all 
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facts. I said I wanted to hear it from the President. He said, ‘I'll 
arrange it for you if you want.’ | said, “I can arrange that all right 
but I want you to know everything I am doing and I will tell you 
what I am doing.” And later on, as Mr. Arnall told you, Mr. Wilson 
was invited to come with us to see the President. 

I think he felt he was carrying out his duty, in what he thought 
he had been told to do. 

Mr. Arnau. I am sure Mr. Wilson believed he was doing what 
was right. But I couldn’t agree with that, nor could Mr. Putnam, 
and that was the great issue. 

Mr. Coxe. I think the country generally thinks he was right, too. 

Mr. ArNALL. That is the privilege of everybody in America. 
But the only guy I want to please is myself, let me make that plain. 
| think I was right. 

Mr. Muurer. Don’t take it too seriously when Mr. Cole says the 
whole country thinks he is right because I think the majority of the 
people agree with the action you gentlemen took. Even though we 
all respect Mr. Wilson very much, I don’t think vou gentlemen owe 
anybody an apology for having gone to the President with the subject, 
because despite the fact that they are now raising a cry that you 
have got to have a coordinator to coordinate everything that you 
gentlemen are doing, vour three agencies, this law says the President 
shall do the coordinating. That is the way the law reads. That is 
the way we enacted it, and the President asked you gentlemen to 
help him do the job, and vou should go to him, as you did. You were 
doing what the law required you to do. 

Mr. Purnam. I think we are coordinated, too. I don’t think there 
is any problem between us. I think our communications are wide 
open back and forth. I know the charge has been made that the price 
and wage programs operate in separate vacuums. But it just is not so. 

Mr. ArNALL. There is one thing I want to get across too, because 
there is so much, I think, misinformation about it. If you start out 
at any given point and assume that wages and prices are on a parity, 
then vou have got one rule to follow. 

But if on the other hand you start in a given situation, where you 
find wages are out of line, then it would be proper to raise wages 
without raising prices. 

On the other hand if you find that prices are too low and depressed, 
in relation to costs, then under our regulations we raise prices. 

So the fallacy, it seems, that is undertaken to be peddled to the 
public is the idea that every time you have a price increase you have 
got to have a wage increase or every time you have a wage increase 
you bave got to have a price increase. I submit to the committee, 
that the high standard of living that we have in America today is 
predicated on the basis that we have always been able to earn more 
than living costs us. 

Mr. Purnam. We have always improved our standards of living, 
because we have learned to make things in better wavs, and to absorb 
higher costs by improved methods of productior. That is the whole 
history of American manufacturing. Somehow there is the thought 
abroad in the land that any cost increase must mean an equivalent 
price increase. That idea is counter to our whole American experience. 

If that was so our standard of living would be the same as it was in 
the nineties. It is because we have learned how to cut costs and to 
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absorb costs through the stimulus of competition normally that 
America grows. That is the way America grows. Now, in the absence 
of real competition in many fields like steel, because of the defense 
demands, ave have to use price controls to accomplish the same thing; 
to spur industry to produce efficiently. 

Mr. Brown. I would like you to explain for the record what were 
the responsibilities of Mr. Wilson, and his authority over you gentle- 
men. 

Mr. Purnam. He had authority over all of us in the preduction and 
stabilization agencies. I was under him, just as Mr. Arnall and Mr. 
Bullen are under me, but we are all Presidential appointees. I kept 
very close to him. We lived in the same apartment house and we 
would drive into town togethec almost every morning. He announced 
to me one day driving in the car what he had planned to do with the 
steel companies and at that moment I didn’t like it. 

Later on in the day he talked to Mr. Arnall, and Mr. Arnall has 
told you his story of what happened. As we thought it over more 
separately, | found in the evening, when Mr. Arnall came to see me, 
that we had separately reached the same conclusion. I was already 
in the process of getting the figures together to prove the same thing 
that he had concluded, namely, that Mr. Wilson’s plan to allow a price 
pass-through was not a wise thing to do. We both told Mr. Wilson 
it wasn’t wise and he felt he was acting directly under Presidential 
orders in this case. We felt there had been a misunderstanding some- 
where, and said, “I would like to hear it from the boss himself. After 
all, he appointed me.”” And he said, “Fine, I will arrange it for you,”’ 
and I appreciated that attitude on his part. 

There was no feeling by any of us that we were going behind the 
other one’s back on this thing. I -want that clear. I am_= sure 
Wilson didn’t think it either. But we wanted to be sure we had the 
instructions straight. We didn’t feel that the instructions Mr. Wilson 
said he had received were the kind of instructions that we had been 
given before. 

Mr. Arnau. Let me answer Congressman Brown a little more. | 
hope I can clarify it. 

Mr. Brown. Pardon me. I have great respect for Mr. Putnam 
and I certainly have great respect for Mr. Wilson. I think he is one 
of the great Americans of our time. He has done an excellent job. I 
can’t understand why we didn’t have better teamwork than we had. 

Mr. Arnau. Each of these agencies operates under standards or 
regulations that are approved by our superiors, Congressman Brown. 
That is the degree of control exercised over us, to see that we operate 
within the framework provided for us. 

Mr. Purnam. Let me take an example of what we have been talk- 
ing about. The Wage Stabilization Board gets out regulations 
covering general wage policy which I must approve. But I don’t go 
and order them to give somebody a wage raise under their regulations. 
That is their job. But I must approve their general regulations before 
they can become effective. That sets policy. They carry out the 
policy administratively case by case. 

The earnings standard which vou have, Mr. Arnall, was promul- 
gated by my predecessor as a policy for OPS to follow generally. But 
I don’t telephone Mr. Arnall and say, ‘Please give so and so a price 
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increase.”’ He is free under the general supervision and-_regulations 
as I was under the general supervision of Mr. Wilson. 

Mr. Coxe. If I may interrupt, when the Defense Production Act 
of 1951 was under consideration, I said to Mr. Wilson, “Then | 
assume that any directive or order or regulation adopted by any one 
of these two or three agencies is subject to your approval or disap- 
proval and may, by you personally, be over-ruled; is that correct?’’ 
And he said, ‘“‘That is correct.”’ 

Mr. Arnauu. I don’t think there is any question about that. 

Mr. Purnam. That is interesting. J think it is so, but he is com- 
plaining now, I understand from his testimony before the Senate com- 
mittee the other day, against the earning standard that Eric Johnston 
put out back last April. If he feels it was wrong, he could have 
superseded it or he could have made it null and’void then. He didn’t. 
So he must have approved it. 

The CuarrMan. What increase would the wage increase have made 
in money? On steel, that is? How much would that increase be 
that he recommended? 

Mr. Putnam. It would have meant, by next January, somewhere 
around $6.50, depending upon what the wage settlement was. 

The CHarrMan. Well what was it? I would like to know what 
the actual increase in wages was as recommended by the Wage 
Stabilization Board. I have seen it stated in the papers that it was 
26'5 cents with the benefits that were recommended. 

Now what was the actual increase recommended with reference to 
the actual increase in wages, computing what the benefits amounted 
to? 

Mr. Butiten. Mr. Chairman, | am glad you asked that question, 
because I agree with you that. there has been confusion concerning 
what the Board recommended. : 

We recommended a wage rate increase of 12% cents, beginning 
January 1, 1952. 

We recommended an additional 2% cents beginning July 1, and, 
because we agreed that we would have the contract extend beyond 
the normal year’s contract, an additional 2'; cents. beginning a 
year from the date of the intial increase, that is, January 1, 1953. 

Now the average wage-rate cost, for the calendar year 1952, 
would be 13% cents—an average of 12}; cents for the first 6 months, 
and 15 cents for the second 6 months. 

As to fringe benefits, we recommend only three changes for the 
vear 1952. 

Holidays, vacations, and shift differentials. 

On a year’s basis, the cost, on the wage rate, would be 5.1 cents. 
Based upon the calendar year 1952, the cost was only 4% cents because 
we recommended no retroactivity in respect to the fringe benefits— 
although the union had expected that the Board would make such 
a recommendation. We declined to do so. 

The total cost, therefore, on the wage rate alone, for the calendar 
year 1952, is 13% cents, and on the fringe benefits, 4% cents, or a total 
of 18 cents. 

By the third 6 months of this 18-month agreement, there would be 
put into effect one additional fringe benefit—namely time and a quar- 
ter for Sunday work. The cost of that is estimated at 3% cents. 
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And as I stated before, in the last 6 months, of the 18 months, there 
would be 2% cents additional increase. 

So that by 1953, but not until then, the total cost would eventually 
have reached 26 cents, but the cost for the calendar year 1952, would 
be 18 cents. 

Mr. Purnam. Just to explain what this price thing would have 
meant, may I say this: The companies claim—and I think rightly 
so-—that any wage increase of say 10 cents actually costs them 12 be- 
cause of payroll taxes and other things of that sort. They had been 
in talking to Mr. Wilson, as I understand it—I was not a part of 
those conversations, and I only know what J understood from him 
he had promised them, or they had wanted to get from him, a 25 cents 
per ton increase in steel prices for each 1 cent increase of their costs. 

Now their costs, as distinct from the wage rate increase, would 
have gone up to 30 cents next vear on a 26-cent wage package, and 
that would have meant $7.50 a ton, on the basis Mr. Wilson was 
talking about, 25 cents for each cent the 30 cents of added payroll costs. 
| wanted to get that figure in the record. I was not accurate on that 
figure a moment ago, when I said $6.50, which would reflect 25 cents 
for each of the 26 cents of wage increases. 

Mr. Brown. I don’t intend to criticize, but if Mr. Putnam is correct 
you had to take orders from Mr. Wilson. That is the reason I wanted 
to bring it out in the record. 

Mr. Arnau. Let me say this, to you, Congressman Brown. Mr. 
Wilson represents the President, the President delegates authority 
to him, and then he in turn delegates authority to Putnam, who in 
turn delegates it to me, and so on down the line. 

But if that had been the desire of the President, through Mr. 
Wilson, to give $7.50, I would either have done it, or I would have had 
to resign, because I would have recognized the very thing you say. 

But the problem was, that Mr. Wilson, apparently, was not carrying 
out the orders, in that connection, as the President uaderstood them 
to be. 

Mr. Putnam. May I just put this in, Congressman, and for all the 
members of the committee? I think I have always felt from the 
beginning, that this was a pure misunderstanding. Mr. Wilson 
thought he had been told one thing by the President, the President 
thought he had told him something else. 

I saw Mr. Wilson every dav after that meeting at the White House, 
including the 2 days after his resignation, when I was still trying to 
persuade him to take his letter back. I am perfectly convinced that 
there was an honest misunderstanding, that both people thought they 
had agreed on one thing, but each had understood something different. 

I think it was that kind of an honest misunderstanding. That ts 
what hurt me so much, and why I tried so hard to get him to take back 
his letter. Because here were two decent people, both trying to do 
their very best for the country, who had misunderstood one another, 
and then had parted company. It was too bad for everybody. 

Mr. Cour. Of course it all boils down to the sharp issue. In that 
sharp issue there is a line of cleavage. The sharp issue is, as Governor 
Arnall said, the high price is the peak price, and you must curtail that 
peak price, irrespective of the problem of cost absorption. It is the 
difference between cost absorption and cutting prices, isn’t that right? 
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Mr. Purnam. No; I think there should be cost absorption, and 
this was not cost absorption at all. It was cost plus. 

Mr. Cour. I understand. 

Mr. Purnam. We don’t want prices any higher than people are 
honestly entitled to. We want them to have what they are honestly 
entitled to. 

Mr. Cour. The difference is between people who believe in the 
Capehart amendment and those who don’t believe in it. 

Mr. Purnam. This was cost plus beyond Capehart. The Capehart 
amendment allows a pass-through only to last July 26. 

The Cuarrman. Mr. Multer had the floor. 

Mr. Mutrer. That is all right; I don’t mind. 

The CoairmMan. We have to proceed with some semblance of order. 

Mr. Mvtrer. I think there is a tremendous amount of public mis- 
understanding of the entire situation, too, Mr. Putnam, which ac- 
counts for some of the condemnation leveled at some of your agencies. 

I think very few people realize that when we enacted this law we 
didn’t enact a law, as the Congress did in the OPA days. In the 
OPA days we went in and froze everything. Prices and wages were 
frozen at the time. The law was enacted and then people had to 
come in and make applications for increases. 

But what we did here was quite different. We tried to stabilize. 
There is a difference between stabilization and freezing. As a matter 
of fact the law as enacted says to the President, ‘Before you freeze 
anything, before you put any controls on, you will ask for voluntary 
controls,’ which he did. Some held the line and some jumped the 
gun. 

Mr. Purnam. That is correct. 

Mr. Murer. So that you had an even more difficult job to stabi- 
lize when the President said, “‘Let’s go in and control,’ because the 
fellow who was decent about it and who tried to hold the line was en- 
titled to consideration so he could bring his price up at least to a level 
with the fellow who jumped the gun and absorbed all his costs plus. 
And that is particularly true under Wage Stabilization. It was not 
a freeze. We were trying to give those fellows who didn’t catch up 
on their wages an opportunity to come in and prove their case and 
show they were entitled to an increase, if they could. 

That brings me to this question: We wrote into this law a provision 
for a watchdog committee. Members of both the Senate Banking 
and Currency Committee, and this committee, constitute a joint com- 
mittee to watch over what the agencies are doing and to tell you if 
you are doing anything contrary to the intent of Congress, and to 
say, “Look, fellows, that is not quite what you ought to be doing. 
This is what Congress intended.” 

At any time while the Wage Stabilization Board had any of these 
controversies before it, before or after the steel controversy, did any 
Member of Congress go to the Wage Stabilization Board and say, 
“You have no right to consider the issues as presented to you by either 
of the parties’’? 

Mr. Butuen. I don’t recall any Member of Congress having done 
so. 

Of course last year, you will recall, the question came up as to 
whether the Board should have a disputes function. That was 
investigated by a committee chaired by Mr. Lucas, and it was the 
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feeling of some of the members of that committee that the Board 
should not perform a disputes function. 

That point of view, as you know, did not prevail, and we feel that 
that was a clear indication that Congress, at that time at least, wanted 
the Board to continue with that function. 

We report to this joint committee each month, and the Board has 
sent up such a report, trying to keep Congress ac ‘quainted with what 
we have done. We are very happy, of course, always, when we do, 
to get requests from Congressmen or Senators, as we do quite fre- 
que ntly, on what we are doing i in certain matters, to give them all the 
information we can. 

Mr. Mutter. And the Wage Stabilization Board did not for the 
first time, in the steel dispute, make recommendations. You had 
made recommendations in any number of disputes before that, had 
you not? 

Mr. Butuen. We have had See to us by the President, only 
12 dispute cases in the last year—since the Executive order came out. 

We had issued secieiauendadaar in, [ would say, three or four dis- 
pute cases prior to the time of the steel dispute, in those cases referred 
to us by the President. 

We have in addition accepted nine cases which the parties have 
submitted to us voluntarily, and we have issued recommendations in 
some of those cases, too. 

Mr. Mutrer. And all of those recommendations were reflected in 
the reports you made to the committee from time to time? 

Mr. Buuuen. I believe that is correct. 

The CHARMAN. Are all those recommendations made on the issues 
joined between employers and employees or do you go out of the record 
to make recommendations? As a rule don’t you just try only the 
issues that are presented to you? 

Mr. Buuren. That is correct, sir. Only those issues which are in 
dispute and which are stated to be in dispute before the hearing. 

The CuarrMan. In other words, you try the case on the pleadings. 

Mr. Buuren. That is correct, sir. 

The Chairman. And you make no recommendations outside of the 
contentions that are made by the parties appearing before you? 

Mr. Butien. That is correct. 

Mr. Murer. And specifically, in the steel controversy, one of the 
matters submitted to you was as to whether or not there should be a 
union shop, isn’t that right? 

Mr. Butien. That is correct, and as you probably know, the steel 
industry at no time during the hearings claimed that we were with- 
out authority to hear that issue and make recommendations on it. 
They took a position as to what the Board should do, of course. 

But in direct answer to a question, I believe, asked at the hearing, 
they said they were not questioning the Board’s jurisdiction to hear 
the matter, and of course they themselves testified on the matter, on 
its merits, and proceeded with their case before the pane! and before 
the Board. 

Mr. Mutter. There was no attack upon what you had done, or 
your recommendations, or what you sought to do, until after your 
recommendations were issued? 

Mr. Buuien. That is correct, sir. 
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Mr. Murer. The cry has gone up now that the Wage Stabiliza- 
tion Board should have its wings clipped and its powers limited to 
mediation. 

During this steel controversy, did your Board do more than medi- 
ate? Up to the time you issued your recommendations, wasn’t 
there an effort all the way through to get the parties together, to 
agree? 

Mr. Butien. Well, Mr. Congressman, we hoped that the parties 
would get together. 

I think there is not a member of the Board who feels that it is not 
desirable for the parties themselves to work out their own disagree- 
ments, without the intervention of any Government agency. 

I think we all regret the necessity of having intervention of any 
kind in these matters. 

I think we all realize that the basic reason for intervention is the 
need for uninterrupted production. 

Now, we found that the parties were not anxious to meet in direct 
negotiations. They had attempted that. Mr. Ching had reported 
to the President that the Federal Mediation Service was unable to 
bring the parties together through mediation, and the dispute was 
therefore referred to us, for us to have informal hearings and make 
informal re ‘commendations, which we hoped would help the parties 
in reaching a satisfactory resolution of their dispute, and we had in 
previous cases issued recommendations where parties had used those 
recommendations to get together and had reached a meeting of the 
minds after the recommendations were issued. 

In every case which the Board has handled previously, where we 
had issued recommendations, those recommendations had acted as 
the basis for a settlement between the parties. 

Mr. Mutter. Up to the time the Board met in what was tanta- 
mount to an executive session to work out what the recommendations 
should be, did the Board meet with respresentatives of one party 
to the dispute except in the presence of representatives of the other? 
Or with representatives of both parties always together, when you 
sought information and you were acting, up to the time when you went 
into executive session, to arrive at the recommendations? 

Mr. Butten. Mr. Congressman, we had, as you know, a panel, 
made up of industry, labor, and public members, which first heard 
this case, and that panel issued a factual report of about 150 pages, 
single-spaced, on the issues. in dispute. 

As Mr. Feinsinger has stated, there were over a hundred issues 
really in dispute in this case. 

The Board heard from the industry members, and the labor mem- 
bers, and the public members from that panel, in a full Board session, 
day after day, hearing them report orally, and in writing, on every 
single issue in dispute. 

The labor members of our Board were unquestionably in touch with 
the labor members of the hearing panel and perhaps with other labor 
people, and I assume that is true of the industry members, too, that 
they were in touch with the industry panel members, and perhaps 
other industry people. 

The public members had the public members of the hearing panel 
to help and advise us in this case. We had thorough discussions, on 
each issue which the panel reported on, before the report was made, 
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In our final executive sessions, we had the industry and labor and 
public members of the panel sitting in those sessions, for the most 
part up until the very end. I think there were some sessions where 
the actual voting occurred where not all the panel members were 
present. 

We have a summary, showing the number of sessions which were 
held in this case, deliberative sessions held with the panel present, 12 
Deliberative sessions held without the panel present, 11. Or a total 
of 23 sessions in all. 

Mr. Mutter. Would you care to comment upon the attack that 
has been made, since your recommendations have been issued, upon 
the public members of the Board? 

Mr. Buuuien. I believe that was covered the other day, Mr. Con- 
gressman. I would be glad, though, to just say these few words: That 
most of the public members of the Board have had an arbitration back- 
ground where they have been selected, by the parties jointly, to act 
as judges, in disputes between unions and industry, usually over the 
interpretations of contracts. 

Just as an example, I was asked 2 vears ago, a little over 2 years ago, 
by the Ford Motor Co., and the ‘UAW-CIO jointly, to act as an 
impartial umpire in disputes arising under their contracts, and I was 
in Detroit for a period of about 6 months, acting as impartial umpire 
in those matters. 

Now I was paid jointly by the company and by the union. It was 
a joint endeavor. The office of the impartial chairman is jointly 
financed by the company and the union. 

I believe that that is the only type of paid experience, with com- 
panies or unions which most of the public members, if not all of the 
public members of the Board, have had. 

Mr. Mutrer. This I know is repetitious, but I want to get it clearly 
fixed in mind. 

The recommendation of Mr. Wilson as to the price increase that 
should be allowed was $6.50 per ton? 

Mr. Putnam. No; if the full wage increase, and all, were given as 
of next January, it would have amounted to $7.50. But I think he 
has said it in his own testimony, that he was hoping that the companies 
would somehow or other settle with the union for less than the full 
recommendations. In that case, the price increase would be corre- 
spondingly less at so many cents for each cent that the settlement cost 
the companies, taking the companies’ payroll cost figures into consid- 
eration. That was the basis on which Mr. Wilson had talked to me. 
| was not present at any of his talks with the steel people. When he 
told me he was doing it, I said I thought it was completely wrong, that 
Ellis Arnall was the one who should talk about prices, and that I 
did not think this particular thing was right anyway, but that was the 
basis on which I understood it. 

Mr. Mutrer. The price would have been as of next January? If 
his recommendation had been followed, next January, the price in- 
crease next January would have amounted to $7.50 per ton. 

Mr. Purnam. That is as I understood, what he was telling me. 

Mr. Muurer. Was that your understanding, too, Governor? 

Mr. Arnau. He never talked to me about the details of price. 
That is what I was so hurt about. All he told me was that he was 
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going to give them a commensurate price increase. ‘‘Commensurate” 
was the word he used. 

Mr. Muurer. Which to you meant giving them an increase which 
would take up every penny of increase they had to give by way of 
wage or fringe benefits to the worker, plus-—— 

Mr. ArNALL. That meant to me a complete pass-through, where 
it would not cost the companies a penny but the public would pay the 
bill. I later found that he proposed the extra 25 percent on top of the 
actual cost. 

Mr. Muxurer. Except that to the extent that any of the steel had 
to go to the Government, the Government would have to pay the bill 
and the taxpayer would have to pay the bill? 

Mr. ARNALL. That was my understanding. 

Mr. Muurer. Thank you. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicnotson. Thank you, Mr. Chairman. 

As I understand it, there are 650,000 people in the steel industry 
that would get a raise if there was one granted. 

Mr. Purnam. That is correct, about 650,000. 

Mr. Nicuouson. So that, if they got 19 a day it would be $650,- 
000 a day. Multiplied by 365 it would be a considerable amount of 
money. 

But if it was double that, as this gentleman here just said, it would 
be considerably more. 

That probably would run into the hundreds of millions. I don’t 
know how many. Perhaps you have figured it out. You probably 
have, in arriving at your decision. 

But would all this money siphoned off from the company, into 
wages, tend to slow down production in the steel industry? 

Mr. Purnam. I don’t see why, because I think ordinarily you get 
more production from contented workers than in any other way. 
That is the way I have found it in my own business. You must 
remember the steel workers are still working at December 1950 wage 
rates. Workers in other basic industries have been getting periodic 
adjustments for cost-of-living increases and so on. The steelworkers 
have been behind. 

In the second place, as Governor Arnall went through the earnings 
and costs with you the other day, I don’t know that you want him 
to go through them again, you could see that the steel industry would 
have ended up, after this whole wage increase, still making more 
money than in any other year from 1918 to this defense emergency. 

Mr. NircHouson. Can I ask, then, if you have figured out, how 
much this increase would cost? 

Mr. Purnam. I have forgotten those figures. I will have to refresh 
my recollection. 

Mr. Nicnoison. Just in round figures. I don’t care if its a hundred 
million dollars either way. 

Mr. Purnam. It’s about $450 million before taxes. That is for the 
year 1953, when the full increase recommended by the Wage Board 
would go into effect. 

Mr. Nicnoison. I don’t want to know anything about before taxes. 
I want to know how much the company will have left, for depreciation, 
and for expanding the business of making steel. 
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Mr. Purnam. They would have more money than in any vear they 
have ever had in their recent history except the last 2 vears. 

Now the exact figures—we had them all on the charts here the 
other day. 

Mr. Nicnouson. Well, somebody loses $450 million. That is right, 
isn’t it? 

Mr. Purnam. No. They are going to get, you understand, a $3 
increase under Capehart, which takes up more than half of that right 
off the bat. 

In addition, they are getting almost that much in accelerated tax 
amortization on their new plants, incidentally. Actually, their 
earnings even after paving the full increase would = greater than in 
any year in their history prior to 1950, except the year 1918. 

Mr. Nrcwotson. So that your argument is that f tes take $450 
million from me, that I am better off because [ am making as much 
as I did 10 years ago. Is that it? 

Mr. Putnam. I wouldn’t put it exactly that way. 

Mr. Nicuouison. Well, vou are taking $450 million away from me. 

Mr. Purnam. We are not taking anything. American industry 
has historically raised wages, real wages, by greater productivity 
rather than by price increases. We are trying to be fair to workers 
and companies, and most of all to the 154 million people of the United 
States. We are the consumer’s lobby here 

Mr. Nicuoutson. How much has steel gone up a ton, since 1945? 
What was it in 1945 and what is it today? 

Mr. Purnam. It has gone up 55 percent, since 1945. 

Mr. NicHoitson. How much per ton, in dollars? I don’t understand 
percentages and tons and this kind of stuff. We are dealing with 
money here. 

Mr. Purnam. I am sorry, I don’t carry these figures in my head, 
Congressman. I will have to look it up for you. Just a moment, 
please. 

Would it be easier for you if we put those figures in the record? 
It is roughly $40 a ton. I think it is a little more than that. 

Mr. NicHouson. It has gone up $40 a ton? 

Mr. Purnam. Yes, about. 

Mr. NicHouison. From what? 

Mr. Purnam. Well, it is $110 now—that would be from $70. 
It is a little more than that, I believe. Let me make sure. 

It was around $80 and now it is about $120. It is $122 a ton right 
now. 

Mr. NicHoitson. Now automobiles have gone up 250 percent, 
would you savy? This is only about 30 percent. 

Mr. Purnam. The job you gave us, Mr. Congressman—may I 
interrupt to say this: The job the C ongress gave us was to stabilize 
things in the relation in which they were at the time of Korea, Not 
at the time of 1945. So that which we are trying to do is to keep 
things relatively in the same balance they were right before Korea. 
That is my understanding of it. 

I can give you now some better figures—not in dollars per ton, but 
in index numbers. As against 1945, steel has gone up—l was wrong, 
it is 79.9 percent since 1945. All products have gone up 60 percent 
since 1945. Earnings have gone up 60 percent since 1945 and steel 
prices 79.9 percent since 1945. 
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Mr. Nicuotson. What about the automobile industry?) What are 
the figures on that? 

Mr. Putnam. I don’t know that I have got those. 

We would have to dig them out of the statisties. I will supply 
them if you care. 

Mr. NicHouison. Do they compare to steel? 

Mr. Putnam. I don’t have them here. I cannot say. 

Mr. Nicuouison. Well, of course, | have got to explain my voting 
on this bill, and the only place I can get any information is from you. 

Mr. Putnam. We will supply vou that information on automobiles 
I have got the average for all commodities. 

(The information referred to is as follows: ) 

Economic STABILIZATION AGENCY, 
Washington. 

Hon. BRENT SPENCE, 


Chairman, House Banking and Currency Committee, House of Representatives, 
Washington, D. C. 

Dear Mr. Spence: During the course of my testimony before vour committee 
on May 2, 1952, Representative Donald Nicholson reqvested specific information 
concerning the increase in automobile prices since 1945. I am therefore sub- 
mitting the following data. 

The wholesale price of passenger motor vehicles has, since 1945, risen by 82.1 
percent. 

Sincerely yours, 
Rocer L. Putnam, Adminisirator. 

Mr. Purnam. As I have said, all products are up 60 percent. Steel 
is up 79.9 percent. Wages only 60 percent. 

Mr. Nicuotson. Now will you tell me why you have to stabilize 
prices on goods that are in excess of the demand. 

Mr. Purnam. I think it is quite easy. If you remember, in June 
1950, at the time of the outbreak of war in Korea, goods were in 
plentiful supply. You could buy anything vou wanted anywhere, 
but ¥ou know what happened to prices right after that. 

Now | think we are in a very dangerous international situation. 
The same thing could happen again anytime that there was a sudden 
scare anywhere. Prices could go up just as they did then. They 
went up | percent a month in the 8 months after Korea, vet there 
was a plentiful supply of goods. People were just scared, and bought. 

Mr. NicHoutson. Yes, well, people aren’t scared now. 

Mr. Purnam. They could become scared very quickly in this present 
international situation. 

Mr. Nicnoutson. Well, Congress is in session, isn’t it, so that if the 
people get frightened 

Mr. Purnam. Primarily, Mr. Nicholson, I think they are not seared 
because they know we have got prices stabilized and that there is 
control. 

One of the things we are fighting for right now is to keep down the 
price of steel so as to keep the people from getting scared into excess 
buying. 

Mr. Nicuortson. Well, of course, under that theory, then, Mr. 
Putnam, this kind of legislation would be on the books forever, 
wouldn’t it? 

Mr. Purnam. Only while we have-—this is called a Defense Pro- 
duction Act. While we are making tremendous and increasing efforts 
in defense production, I think we need this kind of legislation. 
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When we stop increasing our defense expenditures, then I think we 
will be very close if not at the time when we don’t need these controls. 
But while our defense expenditures are going up—and | include not 
just military in defense, but atomic energy, foreign military aid, and 
all that—while those are increasing, I do think we need this kind of 
legislation. 

Mr. Nicuouson. That is all, Mr. Chairman. 

The CHarrMAN. Mr. Bolling. : 

Mr. Bouturne. Governor Arnall, do you feel that there could be a 
settlement of the steel crisis promptly if the companies were granted 
the price increase they desire? 

Mr. ArNALL. Of course, Congressman Bolling. The whole issue 
in this thing——and I know this, too—the whole issue is whether or not 
you are going to let the steel companies pass on the entire cost of the 
wage recommendation to the public. 

If you give them the power to increase prices to where this wage 
recommendation doesn’t cost them anything, why, of course, it will 
be settled, momentarily. That is the whole issue involved. 

Mr. Bouturna. They are not in principle opposed to the wage increase 
as you see the situation? 

Mr. Arnaty. They are not in principle opposed in any way to the 
wage increase, and have so told me. 

Mr. Purnam. To put it another way, if | may, Congressman 
Bolling, I think the issue here is whether they get special and different 
treatment from every other industry or whether they abide by the 
same rules that all other industries abide by. I think that is the issue. 

Mr. Botuina. Now I am not sure whether NPA wouldn’t be the 
people to answer this, but I assume that you have this information. 
What is the situation with regard to the supply of steel in two seg- 
ments—that kind of steel which is largely used for domestic purposes, 
and that kind of steel which is primarily necessary for military pur- 
poses? 

Mr. Purnam. I would much rather you have Mr. Fleischmann 
answer that. He is coming before you, I understand. I could give 
you some rough ideas, but I think you can get it accurately from Mr. 
Fleischmann or Mr. Fowler, and I think it is better to have it from 
them. 

Mr. Boutiina. Mr. Arnall, you said a number of times that in your 
opinion, based on the law and the standards, that there is absolutely 
no justification for any price increase for the steel companies other 
than that already provided for by law in the Capehart amendment. 

Mr. Arnau. [so believe that to be true, and when the public knows 
the facts, if they ever do, the public will agree to that, the Congress 
will agree to it when the Congress known the truth, because that is the 
truth, and if we are wrong, if our standards are wrong, we ought to 
change them. 

But I don’t see how we can give the steel industry a price increase, 
which we deny to other industries which have had comparable in- 
creases. I don’t see how you can single people out to reward them 
because they can yell the loudest. I just don’t understand. 

Mr. Bouuina. Have the figures which you presented to the com- 
mittee the other day in chart form and otherwise been challenged 
before other congressional committees? 
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Mr. Arnau. No, sir, not publicly—I am perfectly willing to meet 
them at any time, in any kind of discussion. I will go into it. But 
they won’t do it because they figure we are right. 

Mr. Bourne. Is the line of argument used, in opposition to the 
approach that you take on the basis of the law and the standards, a 
diversionary line in that it goes to another set of issues? 

Mr. Arnau. Yes, they dodge the main issue, which is_ price. 
They won’t confront that publicly. They go on other issues on which 
they think they can win popular support, but on the price issue, the 
figures are right and we can’t justify raising the price of steel. 

Mr. Botiinc. Would it be too strong a statement to make to say 
that the steel companies in this situation are in effect using their 
economic power, as the producers of a basic element in our domestic 
and defense economies, to bargain, not with the steelworkers’ union, 
but with the people of the United States, to obtain a concession which 
is not otherwise justified? 

Mr. Arnau. In my judgment, they have no issue with the union. 
They are making a lot of talk about it. But their issue is with the 
Government. They figure thev have got the Government across a 
barrel, and they are going to extort this price increase, or wreck the 
economy. Let me make it that simple. 

Mr. Woxtcorr. Will you vield, Mr. Bolling? 

Mr. Bouurna. I will vield, Mr. Wolcott. 

Mr. Wotcorr. What would it benefit the steel industry to wreck 
the economy? 

Mr. ArNALL. Well, it would benefit the steel industry to wreck the 
Defense Production Act so they could get any price they want. 

Mr. Woxtcorr. You said the economy, Mr. Arnall. 

Mr. Arnauu. Well, the threat—— 

Mr. Woxucorr. Are you going to let that statement rest on the 
record, that the steel industry wants to wreck the economy? 

Mr. ARNALL. No; it is a threat they make. Unless these price in- 
creases are granted, the economy will be wrecked, because there will 
be a strike and they won’t produce steel. 

Mr. Purnam. | think you could put it another way—— 

Mr. Woxcorr. You are putting it two ways now, that they agree 
that they will wreck the economy. 

Mr. Bottine. Mr. Wolcott, | would say that Governor Arnall 
put it just one way. 

Mr. Wotcorr. That they think the wrecking of the economy is 
something to be subordinated to their profits. 

Mr. Arnauu. [ think that is true. 

Mr. Woxtcorr. Which leads me again to the question I just asked, 
what would it profit the steel industry to wreck the economy. 

Mr. Arnau. Mr. Wolcott, it is inescapable if they insist on special 
treatment or else they won’t produce steel, how else can you escape 
the conclusion that the economy will suffer? 

Mr. Woucorr. You said here awhile ago, during the hearings here, 
that at one time you were only about a dollar apart. 

Mr. Arnau. No, sir; I never did say that. No, sir 

Mr. Wotcorr. Then we have got the wrong impression. You said 
here the other day— 

Mr. ARNALL. Some of the papers said that. 
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Mr. Wotcorr. Wait a minute, not the newspapers. We are not 
trying this case in the newspapers. We are trying it right here in 
this committee room. As I understood you to say at one time you 
were aiming to give them $4% a ton, and they indicated they would 
take $5% a ton. If that is wrong, I think that is the impression 
that most of the members of the committee have gotten from your 
testimony. 

Mr. ArNALL. Mr. Wolcott, at one time, before the deadline was 
reached on the strike, or before the Government seized the industry, 
the administration was willing, not only to give the steel companies 
what they were entitled to under Capehart, which was $3, but in 
addition to that, they were willing to give a directive, from the 
President to the Defense Mobilizer, who is now Mr. Steelman, to 
Mr. Putnam, to me, to give them $1.50 additional, although they 
were not entitled to it, simply to avert either seizure or strike, because 
the administration was trving its best to keep from having this 
situation develop. 

Mr. Bouirna. Are you through, Mr. Wolcott? 

Mr. Woucorr. I think, if I may make a statement, that there are 
two cases, that are purely academic now, of course, but in which 
Administrators of OPS and Defense Production Act made grave errors. 

One was in letting prices get out of line, between Korea and 
January 26, 1951, and that, instead of stabilizing by rolling those 
prices back, you brought wages up to those prices, and in that way 
you broke the price line and started the inflationary spiral. 

The next error that was made was in making the recommendations 
of the Wage Stabilization Board public, so that this case then had to 
be tried before the public and not in conference. 

Mr. Bouuine. Mr. Chairman, if Mr. Wolcott is through, I would 
like personally to disagree in detail and in general with the conclu- 
sions that he just stated. 

I think the record will show precisely otherwise as to where the 
responsibilities lay for the price increases that took place between 
the invasion of Korea and January of 1951. It seems to me that a 
substantial portion of that responsibility lies not with the admin- 
istration, but right here in this body, in Congress. 

Mr. Woucorr. We passed a bill in September, didn’t we? 

Mr. Boturna. After a substantial delay, with a requirement for an 
attempt at voluntary action which was a notable failure, because a 
very, very small percentage of the people requested to comply volun- 
tarily found that they had sufficient patriotic urge to comply vol- 
untarily. We don’t need to argue that now. We can do it at a 
later time. 

Mr. McDonovau. Will the gentleman vield? 

Mr. Bouuina. Yes. 

Mr. McDonovau. You recall also that just previous to that the 
President said he didn’t need any price controls to stabilize prices 
at all. 

Mr. Botuina. That is a record that we will argue at some length 
on the floor when I attempt to show what happened. 

Mr. McDonoveu. You wouldn’t deny that he said it, however? 

Mr. Bouuina. I don’t even attempt to. I think he had a very 
good point. 





222 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Mr. Wotcorr. I don’t think there is any point in trying to get the 
Congress to take the blame for maladministration of the Price Control 
Act. I don’t want to assume that blame. 

Mr. Mutter. The President asked for the law and didn’t get it 
until September, and then with restrictions. 

Mr. Wotcorr. He got the authority, and he had authority before 
that. 

Mr. Boutuing. Mr. Chairman, I suggest we go ahead with the 
hearings. 

The CuarrMAN. All right, let’s proceed. 

Mr. BouurnGc. I am very much interested in getting a little further 
into the question of the Capehart and Herlong amendments. We 
had an extensive debate on that in Congress, but that debate was 
based on anticipation, not experience, as was made clear by the point 
that Mr. Putnam, I think, made the other day, about additional 
profits growing out of excise taxes. 

Mr. Purnam. Yes, sir, that is correct. 

Mr. BoiuinaG. It is clear that we did not anticipate, perhaps, all the 
results of those amendments, and I would like either Mr. Putnam or 
Mr. Arnall or both to discuss a little bit more fully their attitude 
toward both these amendments, beginning with the Capehart amend- 
ment. 

Mr. Purnam. While Mr. Arnall is busy fora moment—they are pri- 
marily within his province—I will discuss them. The principle of 
the Capehart amendment is to my mind completely foreign to the 
American economy. The American economy has never been a pass- 
through economy. It is one that has constantly striven to overcome 
cost increases by better methods. That is why our standard of living 
has gone up, because we have learned how to cut total costs. We 
don’t, every time something happens, such as increases in raw material 
costs, or in labor rates, raise prices. I am a manufacturer and I 
know we don’t. In the first place, competition won’t let us. In the 
second place, we are striving and succeeding, on the whole in American 
industry, in constantly lowering costs because we know that is the 
only way to keep the economy healthy and expanding. 

Now, I think where price control comes in, one of its important 
places right now in the economy is that the Defense Production pro- 
gram has taken away competition in many areas—steel is one very 
good example—and we must still have that spur on industry to con- 
tinue to absorb costs and reduce costs if we are to continue in this 
period to prevent inflation and protect and perhaps even improve 
our standard of living, which we still ought to be able to do. 

Therefore, the Capebart amendment, which says you can pass 
through all costs, removed that spur to overcome those higher costs 
which competition ordinarily gives. I think it is a very dangerous 
idea for the Congress to feel that every cost increase has to mean a 
corresponding price increase. It never has worked that way before, 
and it shouldn’t now. 

But industry—-and I am one of them—business in general, is lazy. 
We are also profit-conscious, we want to make all the money we can— 
that is the measure of our success. We would much rather get a cost 
increase given us by Congress in the form of the Capehart amend- 
ment than we would struggle to reduce our costs at a time our product 
is in great demand. But we are not doing the American economy 
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anv service when we do that. For Congress to tell American business 
that it believes business has got a right to pass through all cost in- 
creases to the consumer in higher prices is to reverse the trend that 
has built us into the best and strongest Nation in the world and the 
best place to live. 

Do vou have anything more to add to that on Capehart, Mr. Arnall? 

Mr Arnauu. Would you like anv further discussion of it, Congress- 
man Bolling? 

Mr. Bouiine. Let’s discuss it perhaps in a modified form. Let’s 
assume for a moment that an attempt will be made to modify, perhaps 
by bringing the date closer to the presence date than the present cut-off 
date. 

What would be the impact of that, in terms of equity? If I under- 
stand the Capehart amendment, it deals with a certain segment of 
the economy. What is the way in which Congress, if it decides to 
have a pass-through for one segment of the economy, if Congress 
insists on that, what would be the way in which we could work out a 
pass-through for the consumer? 

Mr. Arnau. I don’t know how vou could doit. But I will say this: 
If vou are going to pass through for some, vou ought to pass through 
for all. And, if the act is going to be meaningless, we ought to know 
that, and the Congress ought to realize that, which it would, of course. 

Of course, the Capehart amendment relates to manufacturers, 
processors, and sellers of services; and you will be interested to know 
that while we have some three hundred to four hundred thousand 
businesses that would be eligible under Capehart, actually we have 
received only 7,433 applications, and they have come from 1,931 
different manufacturers, 

It is estimated that these ceiling increases have aggregated $850 
million in additional costs to the people. : 

Mr. Woxtcorr. Would vou vield there? 

Mr. Bouuina. Yes. 

Mr. Wotcorr. What is the national product, about $300 million? 

Mr. Arnaut. Three hundred and thirty-nine million dollars, annual 
rate, | am told. 

Mr. Wo.corr. So Capehart has caused an increase in that of how 
much? 

Mr. Arnau. Eight hundred and fifty million dollars, but I point 
out—and this is the point | was undertaking to make, that we are 
just beginning on the Capehart amendment, insofar as we have only 
had 7,433 applications, when three hundred to four hundred thousand 
are eligible under it if thev ask for it. 

And, of course, a steel increase of $3 a ton which has been author- 
ized is $250 million additional, which would make a total of over a 
billion dollars under the Capehart adjustments thus far made. 

Mr. Wotcorr. What percentage of the total national product is 
that? 

Mr. Arnau. About a third of 1 percent. 

Mr. Wo.corr. Thank you. 

Mr. Purnam. It is still a billion dollars, however. 

Mr. Wotcorr. It is a third of 1 percent. 

Mr. Bouuinea. This is that old business about being a little bit 
pregnant, | guess. To some a little bit of inflation is all right. 
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Mr. Arnauu. The only way I know of stopping inflation is to stop 
it; and, if that is the purpose of the act, we ought to do it. 

Mr. Botiinc. What about the Herlong amendment? 

Mr. Woxcorr. Pardon me, | think that is three-tenths of 1 percent. 

Mr. Arnau. That is right, three-tenths of 1 percent. 

Mr. McDonoveu. You said one-third of 1 percent. 

Mr. Arnauu. I didn’t mean that. 

Mr. Purnam. Yes; he said a third. 

Mr. McDonouau. A third of 1 percent? 

Mr. ARNALL. Yes. 

Mr. Woxtcorr. There isn’t much difference between three tenths 
of 1 percent and a third of 1 percent. 

Mr. McDonovuan. I understood him to say 3 percent. 

Mr. Arnatu. No. Then there is another factor that comes in, and 
the percentage markups under Herlong are added to that. 

Mr. Brown. Will vou vield? 

Mr. Bouurnea. I vield. 

(Discussion off the record.) 

Mr. Brown. When you consider a request under the Capehart 
amendment, how do you determine what is or is not a legitimate 
cost? Are vou not substantially in the position of having to take the 
statement of the industry as to its increased costs? 

Mr. ARNALL. I assure vou, Congressman Bolling, Mr. Chairman, 
and gentlemen of the committee, that it is a very difficult thing to 
find the figures on which vou can base cost increases. 

The measurement of a cost is really somewhat of a delusion. There 
are a lot of factors involved, some of which can’t be verified. You 
have to take statements for it, and it brings about quite a bit of admin- 
istrative chaos. 

Particularly is it hard on some people that have not kept as accurate 
records as others. It is hard to work it out properly. 

This Capehart increase for steel that there has been so much talk 
about was an intricate calculation. Our statisticians and the steel- 
company statisticians have been working together for quite a long 
while—since last December—trying to evaluate what actually their 
increases in costs were during the period involved in the Capehart 
amendment. 

It is hard to obtain the information and very difficult to verify. 

Mr. Bouiina. Is advertising a legitimate cost under Capehart? 

Mr. Arnau. Yes, sir. 

Mr. Bouurna. Institutional advertising? 

Mr. ArNaAuu. Yes, sir. 

Mr. Bouuine. The kind of advertising that we see in the papers 
today, although it is after the fact. If it had been before the base 
date, it would have been eligible for consideration? 

Mr. Arnauu. That is right. 

Mr. Botuinc. You wouldn't be able to disallow it? 

Mr. Arnauu. No, sir. 

Mr. Bouuina. In other words, propaganda advertising. 

Mr. Arnau. We have to make allowance for advertising. That is 
included in cost. 

Mr. Bouirne. Getting back to Herlong, where does it differ from 
the Capehart amendment in its effect? 1 realize it applies to a differ- 
ent set of groups, and you might list those, if vou like. 
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Mr. Arnau. Well, the Herlong amendment prevents OPS from 
fixing ceiling prices which allow wholesalers and retailers less than 
their customary pre-Korean percentage markups. 

As a practical matter, considerations of fairness and equity today 
frequently require preservation of a pre-Korean percentage markup. 
However, in other cases a reduction in these percentage margins might 
be perfectly fair to all concerned. 

Yet such a reduction would not be legally possible under the Herlong 
amendment. 

The amendment has the particular effect of preventing dollars-and- 
cents pass-through of increased costs unless it was provided for in 
existing regulations, even though the pass-through would be entirely 
equitable to the distributive trades. 

As an illustration of the impact of the Herlong amendment, when 
manufacturers’ excise taxes were raised some months ago, ordinarily 
it would have been a sound principle of price control to allow whole- 
salers and retailers a dollars-and-cents pass-through on these mark- 
ups—to let them pass the tax on. 

However, under the Herlong amendment we were required to afford 
these distributors their regular pre-Korean percentage markups on 
top of the tax increases, and therefore they made a profit on the tax 
increases directed by the Federal Government. 

Ceilings had to be increased to permit distributors about $140 
million a year in increases over and above the amount of the excise 
taxes. 

The amendment has the further effect of pyramiding the price 
increases granted at the manufacturer’s level under the Capehart 
amendment. Then the Herlong amendment pyramids them again as 
far as the public is concerned. 

Moreover, I will tell you that the Herlong amendment has the 
practical effect of being very difficult to administer, and discriminates 
very much against small business people, in our judgment. Some of 
the business people have not been able to keep records, or did not, or 
have not, to the extent that the large business concerns keep records. 
This makes their problem more difficult in establishing what would be 
a percentage markup for the industry of which they are a part. That 
has been a complicating factor. 

The Herlong amendment, of course, came about after the Capehart 
amendment, apparently on the theory that if you were going to allow 
the manufacturers to pass on their costs you ought to allow the whole- 
salers and retailers to pass on a historical markup to the public, so the 
practical effect of both amendments is to increase the price to the 
consumer. 

Mr. Bouutne. Mr. Bullen, what would happen to the potential 
effectiveness of the Wage Stabilization Board, if it had no jurisdiction 
over disputes, or could have no jurisdiction over disputes? 

Mr. Butiten. Mr. Congressman, I believe we recognize that 
there are certain tvpes of disputes which are important to the defense 
effort, in which it is very unlikely that a Taft-Hartley injunction 
could be obtained, because the Taft-Hartley Act requires that the 
dispute affect an entire industry or a substantial part thereof. 

Now we have had certain disputes which have been referred 
us by the President, which have been of great importance to the 
defense effort. Among those have been an individual plant of Boeing, 
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Douglas Aircraft, or Wright Aeronautical, or an individual plant o| 
American Smelting & Renning Co. 

In each of these individual cases the plant affected hardly a sub- 
stantial part of the entire industry, vet the product of that plant was 
extremely important to either the Air Force or some other defense 
agency. 

If we say that we cannot have an interruption of production in 
those particular plants, and if we say that the workers must stay at 
work when their contracts expire, | think we all agree that some 
substitute then must be found, for what otherwise would be free 
collective bargaining, including strike action. 

I assume that some way would be found, or would be attempted 
to be found, through voluntary action, to keep the industry going 

But unless the disputants had some understanding that there would 
be some method of helping to resolve their dispute and actually bring 
them to a fair settlement, it is highly unlikely that you could keep 
production going, and if the President is unable to use the Taft- 
Hartley Act in those types of cases, | would say that we would be in a 
very difficult position, and I think the people of this country would 
criticize the administration and Congress for allowing a dispute to 
continue during an important part of our defense program, which 
would interrupt production, in, let’s say, an aircraft plant. 

Mr. Cour. Mr. Bolling, it might be interesting for you to know that 
Mr. Murray has just ordered the steelworkers back on the job. I 
have just gotten that information this very minute, and I thought it 
might be interesting to the committee. 

Mr. Buien. It is not up to the President to judge whether the 
dispute affects an entire industry or a substantial part thereof. It is 
not the sort of thing where he can, himself, say, “In my opinion this 
affects a substantial part of an industry.” 

There must be a finding, on the part of the court, that the provisions 
of the act in that respect have been met before an injunction can be 
issued. 

Mr. Bouurna. In other words, we might be in a position where there 
was no channel through which we might maintain production which, 
while not pertaining to a whole industry, or a substantial segment of 


an industry, was crucially important to a particular phase of defense 


production. 

Mr. Butien. That is correct. 

Mr. Bouiina. One thing that I am interested in, in the operation 
of the Wage Stabilization Board, is the way in which the Wage 
Stabilization Board approaches a problem presented to it. 

Is the Wage Stabilization Board concerned with making some sort of 
a deal that will keep everybody happy, or is it concerned with the 
equities of the situation? 

Mr. Butien. Congressman, we are concerned with the equities of a 
situation, and with the stabilization of wages. 

We have, in performing this job, several objectives which Congress 
has told us we must keep in mind. 

Among those are the preservation of collective bargaining, and of 
sound industrial relations, the promotion of effcieneyv in production. 

I think it would be interesting to the members of this committee to 
know that there are cases which have been submitted to us, either by 
the parties directly, through voluntary agreement, or referred to us 
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by the President, where we have, in our decision, recommended no 
increase beyond that which the employer had already recommended 
before the dispute was referred to us, and I think that the question of 
whether we are interested in making the parties happy, or finding an 
equitable solution, within the stabilization policy, can be answered by 
referring to our steel decision itself. 

There is not, to my recollection, one single issue, of the very many 
issues which were referred to us in this case, in which the Board granted 
the full union demands—not one single issue out of the dozens and 
dozens of issues where the Board gave what the union requested or 
demanded in the hearing. 

Mr. Coie. What about the union shop? 

Mr. Buutuen. Including the union shop, Congressman Cole. 

I would like to refresh your memory concerning our recommenda- 
tion on that issue. 

The public members of the Board wanted to refer that issue back to 
the parties for bargaining. We felt, however, that because it was an 
issue which was referred to us by the President, that we should keep 
jurisdiction over it, so that in the event the parties were not able to 
work something out, including collective bargaining, we could provide 
some recommendation which might help the parties finally settle the 
matter. 

We were voted down. We made a motion that the matter be 
referred back to the parties, retaining jurisdiction. 

The public members were voted down by a combination of industry 
and labor both. The labor members then moved that we grant the 
full amount of union security allowed under the Taft-Hartley Act. 
The public members voted against that as did the industry members 
of our Board, and that motion lost. 

The motion that finally carried was one to grant a union security 
provision of a type and nature to be negotiated between the parties, 
and in the opinion of the public members, we mentioned several 
different examples of a type and nature of union security clause which 
is less, in terms of its compulsions, than a full union shop under Taft- 
Hartley. 

We mentioned, for instance, the General Motors formula, under 
which old employees, who are not members of the union, are not re- 
quired to join, and under which new employees may escape from the 
union membership after they have been members for a vear. 

We mentioned the kind of clause which Crucible Steel Co. has now, 
with the steelworkers union, as an example of what we meant by a 
type and form of union security to be negotiated between the parties, 
so that even in that respect, the union’s motion for its full demand 
was lost and the public members voted against it. 

Mr. Bouurne. That is all, Mr. Chairman. 

The CHatrMan. Mr. McDonough. 

Mr. McDonoven. Thank you, Mr. Chairman. 

Mr Arnall, I want to ask you some questions concerning the 
administration of your office with advisory committees. 

I don’t know that the questions apply so much to your administra- 
tion as they do to that of your predecessor, but in the prices set for 
used cars—and this may apply to all other types of advisory com- 
mittees—a gentleman engaged in that business in California addressed 
a letter to the men that Mr. DiSalle had called in to be members of the 
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advisory committee, advising him on the setting of ceilings for used 
cars, and in that letter he asked several questions, as follows: 

For instance, he asked: 

Were you consulted regarding the issuance of CPR-94? Do you believe that 
prices as established in CPR—94 actually represent a fair appraisal of the price 
ceiling? Did you make any representations to OPS regarding your beliefs in the 
issuance of this regulation? Were your representations, if any, ignored, accepted 
or disregarded? Do you believe that the principles of government orders estab- 
lishing varying rates of depreciation mong different makes of cars is a fair and 
just one? 

Now as I say, he addressed that letter to all these members of the 
advisory committee. The replies, in almost every instance—and 
they were addressed to people engaged in the business in Kansas City; 
Chicago; Cleveland; Birmingham, Ala.; Atlanta; Waynesboro, Va.; 
Salt Lake City; Seattle; Dallas—all around the country—in almost 
every instance the reply was that their advices were not taken, that, 
they didn’t believe that anything that they had said had been given 
any consideration, and in one instance one of the replies stated, ‘‘I do 
not think they represent a fair appraisal. There are many discre- 
panies, for instance, the 1951 Ford is higher in Chicago and Detroit 
than it is on the Pacific Coast.”’ and so on. 

In another instance, one of the replies stated that: “he,” referring 
to Mr. DiSalle ‘‘wished to apologize to the Committee for not having 
been able to transcribe the minutes of the main meeting which they 
had asked for and that they were not able to transcribe them and were 
unable to furnish them at this late date.” He asked DiSalle at that 
time, “Do you mean to say this order has been written without even 
referring to the solution made in May?” and Mr. DiSalle’s answer 
was, He was sorry, but that was the fact. 

Without reading all of the letters, the general trend is that advisory 
committees were called in, they were given a brief interview, their 
suggestions were perhaps listened to but perhaps not followed in 
most instances, and as a result there is a great deal of discrepancy in 
the used car market ceiling prices throughout the country. 

I recall, in the hearings of the committee last year, we had the same 
testimony from a member of the Advisory Committee on the Setting 
of Meat Prices. One of the men dealing with that issue testified before 
this committee that he was appointed as a member of the advisory 
committee and never consulted. In other words he came to Washing- 
ton, at the suggestion of Mr. DiSalle, was in conference about 5 or 10 
minutes, and wasn’t given an opportunity to give his views on the 
industry. 

Now if you are following the same administration of Mr. DiSalle, 
if you have these advisory committees, | wish vou would tell the com- 
mittee what is the purpose of these advisory committees, if it is to 
advise and counsel with you on the conditions of the industry that 
the particular advisory committee represents, and whether you do 
follow their recommendations? 

Mr. Arnauu. Thank you, Congressman McDonough. Let me say, 
first of all, | can’t speak for the operation of the agency under Mr. 
DiSalle, although it is my impression, strengthened each day since I 
have been there, that Mr. DiSalle had a very spleadid organization, 
and I am impressed constantly with how well they do under very 
difficult handicaps. 





US Ene IS 










oe eee, ie eet”. cae oe ee ee «2 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 229 


| have a high regard for Mike, and I think he did a good job. He 
had a very difficult job, and I think anybody over in that place is going 
to have a difficult time doing everything that we would like to do or 
that we ought to do, perhaps. 

But let me talk a minute about the industry advisory committees. 

1 think the chairman and the gentlemen of the committee would be 
interested to know this: We have something in excess of 528 advisory 
committees from various industries. Those committees have as mem- 
bers, on an average, we will sav, 12 to 15. Some of them will have even 
as high as 18 to 20 members. 

The aggregate number of mdustry advisors that we have in our 
agency exceeds 7,500. 

Now we have these meetings. [I am trying to impress the committee 
with what a tremendous and difficult job we have. I am going to 
get to your question, Congressman, but I just want to give some 
background. 

We have meetings going on down there- -and some day it would be 
helpful if some member of the committee would come down there 
we have between 3 and 10 meetings every day in the vear—-except 
Sundays——-going on down there in that organization. 

Now it will be my purpose, Congressman, to cooperate to the fullest 
degree that IT can in carrving out the responsibility vou imposed upon 
me to consult with our industry advisory committees. I do want to 
point out to the committee, however, that you did not tell me to let 
the industry advisory committees make the decisions. That is not 
what you said. You hold me accountable for the decisions. But 
you did tell me to seek out their advice and consult with them, so 
that they could explain the particular business they were in, and its 
problems. We ought to do it, and I hope that we can emphasize 
that kind of cooperation. 

I assure vou that is my desire. I want to work closely with them, 
and we will do that, but I also v ont to point out to the committee 
that it is mighty hard to work -rsonally as closely with as many 
people involved in these advisory committees as we have. 

Mr. McDonovau. In other words, you are not obligated to appoint 
an advisory committee. That is a privilege, isn’t it? 

Mr. Arnati. We want to do it. 

Mr. McDonoveu. All right. Now if you want to do it, and you 
do do it, and the industry comes in to advise vou, you know it is a 
little disappointing if industry comes to the conclusion, as a whole, 
that certain factors affect their product, and then the administrator 
turns around and disregards all they say. 

Mr. Arnau. Congressman, No. 1, you in this act told me to name 
industry advisory committees. You told me to do that. I want to 
do it. 

Second, I want to confer with those committees, and seek their 
advice and their counsel. 

But third, I cannot afford to delegate to them the right of decision. 
The next statement I want to make is that members of those com- 
mittees frequently disagree among themselves. It is not always that 
they arrive at a consensus of opinion. 

The next statement I want to make is that, every time, so far as I 
know, that the agency has not followed the advice or the counsel of 
the industry advisory committee, there has been very clear reason 
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why it could not be done or should not be done. It is not a cursory 
matter. 

It may be true as the letter indicates that Mr. DiSalle only spent 5 
minutes with this gentleman who came to see him. I don’t want to 
get across to the committee the idea that no matter how hard the job 
is, it can’t be done, but I do want to state this: There are not enough 
hours in the day and night to confer with the Members of the Congress 
that I want to confer with, and I think that is my first duty, or second, 
to confer with my own staff, as I would like to, and third, with the 
industry advisory people. 

We will do the very best we can, subject only to the physical limi- 
tations, but I do want to make this very plain again. I will not agree 
to follow the advice of an industry advisory committee if, for any 
reason in my sound judgment, that advice probably is not the advice 
to follow. 

I seek advice frequently, but I don’t always follow the advice. I 
don’t think the Congress makes me do that. I don’t think you want 
me to. You want me to consider it, and if we think well of it, to do it. 

Mr. McDonovaeu. Well, your decision is finally arrived at with, we 
will say, for instance, the advice and counsel of the advisory com- 
mittee, and with the analysis and research on that, an opinion as done 
by your staff. 

What experience do the men on your staff have with these various 
divisions of industry? Who are they and do they know anything 
about the business? Are they merely economists that work on figures, 
or have they been in the manufacturing business? 

Mr. ArRNALL. You will be interested to know that 90 percent of our 
staff that deals with industry problems are from industry itself. 

Mr. McDonovau. Well, that is contrary to an opinion that I have 
in this letter here, in which he refers to the gentleman that had charge 
of this particular division, and he said he knew nothing about it at all. 
He was replaced by a man who knew more about it. 

That is rather important. I think the committee wants to see that 
industry, who have experience in the field, and know something about 
the economies of that industry, should be given some consideration. 

Mr. ArRNAuL. I agree with you, Congressman. I agree with you. 

I want to point out another thing: It is very difficult to get top- 
flight industry people in our agency. We have been pretty successful 
in it, and we have gotten some very fine people, but it is hard to get 
them, and when you get them it is hard to keep them. 

I have on my desk, every day, resignations from industry people in 
our organization, who say, ‘‘We have served 6 months with the Govern- 
ment, and we want to go back to our business. We were on loan here 
for only so long. We are losing money. We are away from our 
families, we want to go home.” 

So it is a practical problem. But we want to do the best we can and 
I assure you we will. 

Mr. McDonovaeu. You have got an awful lot of correction to make 
in this particular field, I will tell vou that. 

Mr. ArNALL. I[ will be delighted to examine into that field. I want 
to do the best we can, seeking the advice of the people who know. 

Mr. McDonovucu. Will you assure me that you will look into the 
discrepancies in the used-car market, using this information? 
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Mr. Arnau. I will be delighted to, and take it up with you 
personally, 

Mr. McDonovuau. That is all. 

The CHairMAN. Mr. Fugate. 

Mr. Fueare. Mr. Putnam and members of the panel, first I want 
io express my personal appreciation, and I believe the appreciation 
of the committee, for the very frank and forthright answers that 
vou have given to the questions that have been propounded to you. 

| think you have been fair and have tried as best you could to 
vive the answers, whether they were favorable or unfavorable, and 
for that we are grateful. 

I had not intended to get into the steel question, because I think 
almost every phase of it has been discussed, but there is one question 
| would like to ask, for my own benefit, in order to get the facts for 
myself. 

I understand, from what has been said here, and from reading an 
article in United States News and World Report, and from what the 
President said in his letter to Mr. Jones, the farmer, that the steel 
industry made $7.07 a ton last vear, and that that profit was without 
taking into consideration the costs under the Capehart amendment. 

In other words, if the Capehart amendment had been added, they 
would have then received $10.07; is that true? 

Mr. Putnam. I don’t think that is quite right. The $7.07 was 
after taxes. They would receive the Capehart-amendment benefits 
before taxes. So they wouldn’t get the benefits of all of that. They 
would probably get about a third of it, or $8 and something after 
taxes, with Capehart. You can’t add a price increase before taxes to 
earnings after taxes any more than you can subtract a cost before 
taxes from earnings after taxes, as Mr. Randall did in his first speech. 
In that, he talked about profits of $6 or something like that a ton, after 
taxes, and said the wage cost would be $6, giving the impression, if 
not actually stating that there would be no profit left at all. 

That was wrong. Wages come before taxes, not afterward. The 
Capehart increase would come before taxes. 

Mr. Fuearr. Well, Governor Arnall said on the first day of his 
testimony that the gross profit was $20.26 per ton. 

Mr. ARNALL. For 1951; ves. 

Mr. Fugare. We will add $3, which would be the amount under the 
Capehart amendment, which would be $23.26. 

Mr. Arnauu. If, at the present time, they enjoyed the same earnings 
they did in 1951; ves, sir. 

Mr. Fueare. Yes. 

Now, as | understand it, the 174 cents increase, plus the 8 cents 
increase, which the Wage Stabilization Board recommended, would 
have added about 90 cents a ton? 

Mr. Purnam. After taxes. 

Mr. Fuearer. After taxes? 

Mr. Purnam. It would have added about $4.50 a ton to costs before 
taxes; subtract from that the $3 of Capehart, and it means $1.50 added 
costs a ton before taxes, or only about 50 cents a ton after taxes. 

Mr. Fueare. If under Capehart they received one-third after 
taxes, it is about a dollar. 

Mr. Purnam. Yes. 
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Mr. FuGarr. So they would have received $8.07 in 1951, if they 
had been allowed that. It was about $6.50 in 1950? 

Mr. Arnaut. No. Let me give you these figures. 

The profits per ton of steel, for the base period, 1947 through 1949, 
before taxes, was $11.22. After taxes, $6.59. The profits per ton in 
1951, were $20.26, before taxes, and after taxes, $7.07. 

Now, the profits per ton, in 1952, if the cost to the steel companies 
increased $5, which we believe would take care of the wage recom- 
mendations—more than take care of them—and they get the $3 a 
ton under Capehart to which they are entitled, then the figures would 
be thus: Before taxes, they would earn $18.26; and after taxes, $6.47. 

Mr. Fucare. Well then, actually, they wouldn’t need a full in- 
crease in price to give them their historical profit margin? 

Mr. Purnam. They wouldn’t need any. 

Mr. Arnau. That is right; they wouldn’t need any. 

Mr. Fucarer. If you gave the full 26-cents increase to the employees. 

Mr. Arnauu. That is correct. 

Mr. Fueare. | think that is a point vou have been trving to make 
all through. 

Mr. Arnauu. That is right, Congressman. 

Mr. Fuearer. All right, we will leave that. I want to talk about 
a segment of the American population that hasn’t been touched upon 
vet to any great extent, and I am talking about agriculture. The 
American farmer has done a pretty good job in producing food and 
fiber for the American people and to fulfill his responsibility not only 
to the American citizen, but to those in other countries who needed 
our surplus products. 

Mr. Purnam. That is correct. 

Mr. Fueare. Are there shortages now, in any of the farm com- 
modities, either in cereals, or in meat, or fruits and vegetables, or 
any other commodities? 

Mr. Arnauu. There are relative shortages in feed grains; corn— 
well, that is a feed crop—white potatoes, a very bad shortage; milk is 
pretty tight, although I wouldn’t say there is a shortage—-I would 
say that feed grains and potatoes, are at the moment the primary 
shortages in agriculture. 

Mr. Fugare. Well, isn’t it a fact that in the last few days the price 
of grains has been depressed considerably on the market because of 
large movements of grain. 

Mr. Arnau Yes, that is right, Congressman, but there is always 
movement in that market up and down. But what vou say is true. 

Mr. FuGarer. Isn’t it also true that in the last couple of days the 
Agriculture Department has gone in and bought some 25 million 
pounds of pork in order to support the price? 

Mr. Arnau. L understood that to be true, and I further understood 
that that was at the request of the Congress. But that is true, what 
vou say. 

Mr. Fucare. | believe this morning’s paper said that you had con- 
cluded that it was in the interest of the cotton industry to suspend 
the ceiling on cotton? 

Mr. ARNALL. Congressman, we are engaged in a study in our 
agency as to whether or not we can safely suspend the ceilings on 
raw cotton and textiles, and we will have a report ready on that next 
week. 
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My statement is that I hope we can do that. I hope the facts are 
such that we can. [am very much interested in trying to do it, if the 
facts justify it, and I think that we will have a report from our com- 
mittee next week, which is considering that. 

Mr. Fuearr. Are you considering the question of ceilings on any 
other commodities? I am not going to ask you what they are, be- 
cause I don’t think that should be stated here. 

Mr. Arnatu. Well first, we are having to approach this suspension 
program very carefully, to kind of feel our way along and experiment 
a little to see what happens. You know there has been a lot of argu- 
ment. Some say, “If you take off the ceiling, the price won’t go up,”’ 
and some say, “If you take off the ceiling the price will firm up.’”?” We 
don’t know. We are watching that to see. Any item that is selling 
well under the ceiling, and that is not in demand by the Government 
in connection with our defense program, or which, we think, if we 
suspend the ceiling on it, will not affect other segments of our economy 
adversely, we look at and see if we can safely suspend ceilings. 

Mr. Brown. Will you vield? 

Mr. Fueare. I yield. 

Mr. Brown. Do you care to comment on the questions [ asked the 
other day in regard to oil, cottonseed oil? 

Mr. ARNALL. Yes, you interrogated me right keenly, too, on that 
subject, and I told you that we are going to look into it and see if in 
any way we have miscalculated that or violated the Fugate amend- 
ment, which I assure vou we are not going to do and don’t want to do. 

We are going to be very cautious. Now let me get one or two things 
clear in my mind, as you regard them. 

For example, a roll-back, to me, means if a price is at 50 cents, and 
you roll it back to the 40 cents, that would be a price roll-back. If 
you lower a ceiling, if some item is selling for 25 cents, and the ceiling 
is 50, and vou drop the ceiling to 40, that is a ceiling price adjustment 
I think. 

In any event, | don’t want us, as we move forward in suspension, 
to tie in ceiling adjustments with suspensions. 

Mr. Brown. Well, of course, vou did that on oil the other day. 

Mr. Arnau. So I have been told. Thank you, sir. 

Mr. Brown. Well, I know vou are smart enough to have that 
answer by this time. 

Mr. Arnau. You give me a little time to look into that, Congress- 
man. 

Mr. Brown. Allright. Thank you, Mr. Fugate. 

Mr. FuGare. Governor Arnall, from time to time newspaper state- 
ments are made that the price of food, selling on retail markets, is 
largely the question of the price that the farmer is receiving for his 
product. 

Isn’t it true that the prices of farm products today are cheaper than 
in 1951, the over-all? 

Mr. Arnau. I think that is true. They are slightly cheaper, farm 
products, ves, sir. 

Mr. Fuaare. Well, any maintenance of prices in the grocery store 
then is not money that is going to the farmer but that is going to the 
transportation, processing, packaging of that food, and so forth. 

Mr. Arnauu. Let me say this: I don’t want to put the burden on 
anvbo ly in this particular situation. 


97026—32—pt. 116 









934 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Mr. Fucarer. Well, it is a fact, is it not? 

Mr. ARNALL. Because in some instances the distributors have been 
squeezed some. It is generally true, Congressman Fugate, that agri- 
cultural products are under their peaks, yes, sir. However, I would 
like to point out this: that the average farm price of truck crops in 
March was the highest in history, and 37 percent above 1951. 

Mr. Fucarr. Let me interrupt there. 

Mr. ARNALL. Yea, sir. 

Mr. Fucarr. In February of this year, I spent 2 weeks in Florida, 
and every day I was with the citrus growers, and every day I heard 
the same story, that the price of citrus was so low that they just 
couldn’t possibly produce it at the price. 

Mr. Arnau. That is right, let me tell you what has happened about 
citrus. My wife is from Florida and I go down there a lot. She 
lives in Orange County, Orlando. 

Mr. Fuaare. I was in Lake County. 

Mr. Arnau. Well, that is right next to it--Congressman Herlong’s 
county. 

Mr. Fucarr. That is right. 

Mr. Arnauy. Here is what happened in Florida: In recent vears 
it has gotten to be quite the rage for frozen orange juice, and frozen 
concentrates, of various kinds, citrus concentrates, to come in, and 
canned orange juice, and all that. 

Well, many of these big packers have gone into Florida and bought 
their orange groves, don’t you see? 

Mr. Fueatsr. Yes. 

Mr. Arnauyu. And as a result, the independent grower is pretty 
much up against it in finding a market for his citrus. That is the 
problem there, | think. That is one of the great problems. 

Mr. Fucate. Well, they were selling for 10 cents a case. 

Mr. Arnau. Yes, sure. They are having trouble down there. 

Mr. Fucare. And they are paying 17 cents a case to get it picked. 

Mr. ARNALL. Yes. 

Mr. Fucare. Right in connection with that, I brought a letter 
down from among the many I have received with reference to this 
question of fruits and vegetables: I quote, 

Should any reliable dealer be presented by his Government with the dilemma 
of operating dishonestly or selling his operation? We know of no receiver being 
able to buy at ceiling price without some tie-in or cash on the side. We had 
thought that the Government authorities had learned from their past experience 
during the war and afterward, that this perishable fruit and vegetable field is not 
conducive to controls. The present law is definitely unworkable and wasteful. 
We are positive supply and demand would more quickly correct any shortage or 
oversupply that developed. 

We are dismayed at the chaos, confusion and dishonesty you are causing in the 
production of potatoes. We earnestly urge your correction of this situation by 
the elimination of price control from fresh fruits and vegetables. 

Well, you are not imposing any-——— 

Mr. Arnau. The only one we have got a ceiling on is potatoes. 

Mr. Fuears. And it is the only one that is in short supply? 

Mr. Arnauu. That is right. Well my people tell me that onions 
and cabbages are very short. 

Mr. Fucarr. No shortage in apples, or citrus fruit. 

Mr. Arnau. I don’t know of any. But getting back to this potato 
thing, of course, it is a sad thing, about price control. When items 
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are selling well under the ceiling, we don’t get any complaint. But 
when an item is in short supply and we put on a ceiling, that is mean- 
ingful, meaning that is actually the ceiling, that is when we get the 
complaint. So it is a sad statement to make, but it is true —and I seek 
your counsel and advice and guidance, because I am very sad about 

Mr. Mutter. That shouldn’t surprise you. That is the patriotic 
urge. 

Mr. Arnaut. When you put on a ceiling and it stops prices going 
up, then we begin to hear from them. But as long as an item is under 
the ceiling, we don’t hear too much. We hear reports of black markets, 
and that kind of thing, which we ought to try to eliminate. 

The CHarrMAN. You have no authority to put on a ceiling when 
the product is below parity, have you? 

Mr. Arnaut. That is right. And potatoes are 125 percent of parity 
now. So that is the problem there, Congressman Fugate. I seek 
your advice. I don’t know. 

Mr. Fueats. What the chairman has said prompts this observa- 
tion: In your opinion, do you think that price supports, based on the 
parity formula, are imposing an unreasonable and unfair burden upon 
the American consumer? 

Mr. ARNALL. Oh, my, Congressman Fugate. Can I beg off of that 
one? 

Mr. Purnam. We have other jobs, but that one is not ours. 

Mr. Fueate. All right. 

Mr. ArNALL. I am going to tell you this: What you — trying to 
get across—and I am in accord with you—in this great American 
economy, let us not forget the place of the farmer in it. " mean we 
can’t overlook his stake in this thing. He is frequently overlooked 
and we mustn’t do that. 

Mr. Putnam. I want to add just one thing, if I may, because when 
you began, Congressman Fugate, you said a very wise thing, I think 
and a very true statement, that the American farmer has most cer- 
tainly cooperated in this defense effort by increasing production, just 
as all other segments of the economy have done. 

I think that every segment of our economy has contributed to the 
holding of this reasonable stabilized line, and thus to the building up 
of our defenses. ‘The farmer certainly is entitled to his full share of 
credit for increasing production and helping to keep our prices in line. 

Mr. Fucars. Down in my State of Virginia, in the tidewater 
section along the Eastern Shore, we produce a great many vegetables, 
which are marketed in Baltimore, New York, Philadelphia, and 
Boston. 

We have a number of canners down there, and they constantly 
come to me, and a number of them have been to see me this week. 
They are raising the point whether or not there should be any controls 
on canners, because of the fact of the unusually large supply of 
vegetables. They make this statement: 

The production of canned fruits and vegetables for civilian use is at an all-time 
high, tremendously above World War II and about 20 percent above pre-Korea; 
second, that as of the Ist of January 1952, the stocks in canners and distributors 
hands were at an all-time high. third, the Department of Agriculture has recom- 
mended—which is equivalent to asking that—-there be a 15 percent reduction in 
the 1952 goals of processing vegetables. 
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Do you have any comments you want to make on that? 

Mr. ARNALL. Congressman, at the request of the canners, who have 
acquainted us with that situation, we are now looking into the problem 
of whether or not we can safely suspend ceilings on some vegetable items 
that are canned by these people in your district, for example. 

There is a mixed situation in that field. There are some items on 
which I think we might safely take off ceilings, others, where it would 
not be safe, and we are looking into that situation and will give it our 
consideration. 

Mr. Fuearr. It has been brought to my attention, in consumer 
credit, under regulation W, that 95 percent of the automobiles. that 
move from the factories into the hands of distributors, are financed 
by bank loans at the time of their movement. 

In other words, we have these floor plans, and so forth, and that 
relaxation, under regulation W, from the present ceiling of 18 months 
to 21 or 24, would not add materially to inflationary trends. 

Mr. Purnam. Congressman Fugate, 1 know that the Board of 
Governors of the Federal Reserve Board have that very much under 
consideration at this moment. 

Mr. Fucatr. I recognize that, sir. 

Mr. Purnam. They talked to me about it, and I said that I felt that 
a moderate extension—I said I would feel my way, if I were they—that 
a moderate extension certaialy would not be objected to by us at this 
time. 

On the other hand, | would hate to see further restrictions on the 
Ke leral Reserve’s freedom of action here put into the law, because | 
think that this whole thing might change overnight with any change 
in the international situation. The Board ought to have flexibility. 

That doesn’t mean that when they can relax restrictions somewhat, 
as I think they can now, that they shouldn’t do it. I would like to see 
them have the power to reinstate tighter restrictions again if things 
got tight and we had a renewed surge of inflation pressures. 

Mr. Fucare. I think vou know, and everyone knows, that auto- 
mobiles are not selling as rapidly as they were at one time. As a 
matter of fact, they are begmning to pile up a little. 

Mr. Purnam. I might say I had a talk—TI think this is all right to 
put in the record—with the president of one of the biggest automobile 
companies not very long ago on this subject. That was when there 
was a complaint from the automobile industry about not getting 
enough steel and copper in Detroit. 1 said what vou are saying about 
the cars beginning to back up and asked whether if he had the ma- 
terials would he be able to sell them, and he said, ‘““We are just getting 
back to the normal practice. The summer is our selling season and 
we are going ahead full tilt because we know by summer we will really 
sell them.”” And I have been surprised myself how right he was. 
Inventories of cars have not built up. Individual models and makes, 
here and there, ves, but total inventories of cars are not excessive for 
this time of vear at all. 

gut I still agree with you that the Federal Reserve Board should 
be flexible. If then it can safely relax regulation W, in some lines, it 
should certainly do so. And I think from the consultations they have 
had with me, it is very much in their mind to do it. 

Mr. McDonoven. Will the gentleman vieid? 

Mr. Fueare. 1 will vield. 
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Mr. McDonoveau. In connection with ceiling prices on automo- 
biles, both new and used, do you include in the ceiling price the 
freight differential? 

Mr. ARNALL. Yes, sir, we do. 

Mr. McDonovan. Well now, there seems to be some doubt about 
that, insofar as ceilings are concerned, in various parts of the country, 
especially the Pacific coast, and as I recall, somebody in your office 
indicated that vou did not. 

Mr. ArNALL. We use their own blue books, Congressman, and we 
do make allowance for the freight. But if for any reason we haven't 
calculated it properly—for example, in California—we will give it our 
attention. 

Mr. McDonovan. Well, of course, that would apply to all models 
of cars, and the freight differential between the eastern market and 
the western market is very great—it runs into as much as $150 to $200 
per car. That is a rather important consideration. 

Mr. ARNALL. | think so, too. 

Mr. McDonovan. There has been an awful lot of complaint out 
there that that is not true, even to the extent that they say that many 
of the automobiles out there are selling for less, under the price ceiling, 
than they are on the eastern market. 

Mr. ARNALL. | will get all the material up for you to show the rela- 
tionship between prices there and elsewhere, and I will give it to you. 

The CuarrmMan. You don’t have anvthing to do with the imposition 
of regulation W? e 

Mr. Putnam. No. 

Mr. Arnaui. He was just seeking our views about it. 

Mr. Purnam. It is in the act. | am anxious, as Stabilization 
Administrator, to see it used properly as an aid to stabilization 
generally. 

The CuatrmMan. They will be here to discuss that. 

Mr. Purnam. Yes. I am anxious to have the Federal Reserve 
Board to have that authority because it helps my job, but I don’t 
administer it. But they do consult me when they want to make 
changes. 

Mr. FueGare. I think it has this importance, Mr. Chairman, it 
has some effect upon employment. For instance, in the furniture 
business, they have not been operating more than 3 days a week. 
And the furniture merchant has had difficulty in moving his product. 

Mr. Purnam. The chairman is quite right, I have nothing to do 
with the actual administration of regulation W. 

Mr. Fueare. I] understand, but it has its effect upon the economy. 
: The CuHarrman. But that is in the jurisdiction of the Federal 
Reserve Board. 

Mr. Fuaarte. I recognize that, so far as setting the time limit, 
except that we set it in the bill last vear, the minimum. 

Mr. Mutrer. They can make it as liberal as they like, if they wish. 
As a matter of fact, they just liberalized some provisions recently. 

Mr. Purnam. That is right. 

Mr. Fugare. That is all, Mr. Chairman. 

The CHarrman. Mr. Widnall. 

Mr. Wipnatu. First, I would like to comment on something Mr. 
Fugate just brought up. I have also received a number of complaints 
from the potato markets, particularly in my home district, especially 
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about tie-in sales, about the fact that it is practically a black market 
again. 

Mr. Arnau. That is correct. 

Mr. Wipnatu. I think you ought to put a ceiling on marbles instead 
of potatoes, from the size of the potatoes I have seen in the market. 

Would any of you gentlemen comment on when you think the time 
will be reached when all economic controls can safely be removed? 

Mr. Purnam. I would like to comment if I could, Congressman, 
by asking a further question, and that is: When will we reach the 
peak of our defense build-up, and when will we reach a place where 
we can feel reasonably secure internationally? 

When we have got our defenses well enough along so we can feel 
that no matter what the rest of the world—this communistic part of 
the world—may do, we can still cope with the situation, then we 
will be out of these inflation woods. I am sure that at that time we 
will not need controls. 

I cannot tell you how soon it will be. I can always hope it will be 
within a year. I can expect it may not be for 2 years. 

But I think that that is the area of where the limit is. 

Mr. Wipnatui. Will it relate itself to inventories and production 
capabilities? 

Mr. Purnam. It certainly will relate to those things. They are 
part of it. Production capabilities particularly are a very important 
part of it. We are building up our production machine at the same 
time that we are building up our defenses and productive capacity is 
expanding substantially. 

But another thing that will affect it is the ability to buy, as meas- 
ured by liquid savings. People could come in and clean things off 
the shelves, just as they did right after Korea. We had ample inven- 
tories, ample supplies, and apparently ample production at that time, 
and vet prices went up 1 percent a month after Korea for 8 months. 

So that there is a psychological as well as an economic factor that 
comes into the picture. I want to get rid of controls just as much as 
anybody. I would like to go home. These are hot seats that we three 
gentlemen are on, and there is no pleasure in this. 

Mr. Wipnauu. Last vear, Mr. Putnam, as I recall it, Mr. Eric 
Johnston, in testifying before this committee, seemed to feel that by 
July of 1953, we would be able to deeontrol. 

Now what has happened since then, to change that opinion to July 
of 1954, which is the period asked for in this bill? 

Mr. Purnam. Let me say this, Mr. Widnall. It is my own hope 
this is a hopeful guess—that we might be able to relinquish many of 
our controls before July 1, 1953. 

On the other hand, things can happen, in many ways, in this inter- 
national situation. Don’t forget that we have enlarged the defense 
program goals into 1954. There are certain aspects of controls, 
including allocation of materials, that may have to go beyond 1953. 
As for the direct price and wage controls. I have a hope that we 
won't need them even as long as July 1, 1953. But I only ask the 
Congress to give us the tools we should have to do the job right. 
We are trying to show you with our actions now, our suspensions 
and .relaxations and so on, that we are anxious to suspend controls 
just as fast as we think it is safe. But we ask to have the tools to 
cope with what could be a dangerous situation. We are not any of 
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us here of the philosophy that we just like to use controls. We don’t 
like to cut the desk just because we have a knife in our pocket. 

Mr. Wipna.u. Do you believe that Congress could next year take 
into consideration all the factors again and extend it for another year 
if it found it necessary? 

Mr. Purnam. I think it could. 

Mr. Mutter. You better take into account there the morale of the 
men who are working in these agencies, in Government, and as you get 
near the deadline, as they are today, they are terribly disturbed and 
begin looking around for other places to go. There aren’t very many 
men like those we have sitting here today answering these questions 
for us, Mr. Widnall, as you know, who are willing to give their time 
and energy to these problems at personal sacrifice. We have men 
in these departments who must earn their livelihood by employment. 
They have no outside sources of income. 

Mr. Wipnatv. | recognize that fact completely. On the other 
hand, I hope none of them have the feeling that they have a secure 
job for the rest of their life in that department. 

Mr. Mutrer. Not even you and I. 

Mr. Woxcorr. Will you yield, Mr. Widnall? 

I would like to make the statement that that question is rather 
nostalgic. Between 1940 until 1946 we have had that same argument. 
Every time we continued this for 1 year we found no trouble at all in 
getting plenty of help to do the job. 

Mr. Mutrer. I don’t want to interrupt Mr. Widnall, but I think 
it would be fair to ask these men if they don’t feel that employees on 
their staffs now feel uncertain. 

Mr. Woxcorr. When they went in there, they knew what they were 
up against. 

The CuatrMan. The hour is getting late. Let’s proceed with the 
questioning. 

Mr. Wipnauu. Is my information correct, Mr. Bullen, that the 
price ceilings of the steel companies are controlled by a voluntary 
agreement entered into with Mr. Arnall’s predecessor, Mr. DiSalle, 
in January 1951? 

Mr. ARNALL. That is correct. 

Mr. Wipnatu. Have they asked for or been given any price 
increase since that date? 

Mr. Arnau. No, sir. Last December they came to us and said 
they wanted a price increase, in connection with this Capehart thing. 
We have been working on it since that time. 

But so far as the industry, over-all, is concerned, there have been 
no price increases. There have been some increases in some particular 
items, but not industry-wide increases. 

Galvanized sheeting, tungsten steel, and nickel steel got a little 
price increase. 

Mr. Wipnatu. Haven’t the steel companies already voluntarily 
absorbed a lot of freight costs—freight increases? 

Mr. ARNALL. Well, all of us are having to absorb these freight- 
rate increases, all businesses. 

Mr. Purnam. I think it ought to be mentioned that, while they 
didn’t get any increase in the year 1951, they got $5.50 a ton in 
December of 1950, at the time they gave a wage increase. According 
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to our figuring and according to the profit figures that you have seen, 
they seem to have made plenty of money on that wage increase. 

They got that in December of 1950. In December of 1951 they 
came to me and said, “Now we want to get our Capehart; we want 
to be released from the ‘price freeze’ of the voluntary agreement.”’ 

I said to them, ‘‘You are released from it; go ahead and apply for 
Capehart,” and Mr. Arnall’s steel industry advisory committee has 
been working on Capehart. But let’s not forget they got $5.50 a 
ton increase in December of 1950. 

Mr. Wipnatei. | was very much interested, Mr. Arnall, when the 
other day you started to give some figures about what the increased 
costs would be in some of the other industries such as fuel, oil, coal, 
costs per ton in connection with wage increases. It seems to me 
they ran around $4. 

The reason I am bringing it up is this: The statement has been 
made over and over again that this steel increase is not going to set 
the pattern. It does not mean you are going to get increases in any 
other industry. Historically that is just not so. It has been the 
bellwether for all industry. 

Mr. Putnam. Are you talking about wages or prices? 

Mr. Wipnatt. I am talking about wages. 

Mr. Purnam. I think I can show vou that that is not so, also. 

Mr. Wipnati. You show already you have been figuring out what 
these increases are going to mean in these other industries. Now, all 
of those wage increases are certainly going to affect steel ultimately, as 
far as their own profit structure is concerned. Every wage increase 
wll the way through is going to put further inflationary force into the 
economy because it gives greater buying power, and don’t you agree 
that the increase in costs and the forced absorptions of these higher 
costs can only mean a decrease in tax revenue and the increase in 
national debt? 

Mr. Purnam. Of course. 

Mr. Arnau. Of course, Congressman Widnall, if you assumed that 
only corporations pay taxes, that is true. 

But every time vou have a wage increase, the wage earner has to 
pay more taxes by reason of that. And, as someone pointed out 
today, I think the record shows that, out of the total receipts from 
taxes, about 60 percent of it comes from the individual taxpaver 
rather than the corporate taxpayer. 

Although, in all justice, let me say this: that if any businessman 
makes less profit, he pays less taxes, and the Government does not 
get that tax; that is true. 

Mr. Wipnati. Well, when you take a dollar of profit away from 
steel, you are taking away about 80 cents that it pays to the Govern- 
ment. If they pay it out in individual salaries, they are in an entirely 
different tax bracket. 

Mr. Arnau. That is correct. Their tax situation is very high. 
For instance, I told you if you gave them a price increase of $12 a ton, 
then the steel companies would only keep $3.50. Eight dollars and 
fifty cents would go to the Federal Government through excess-profits 
taxes. So what vou say is true. 

Mr. Wipnary. Well, if we followed it through to a logical conelu- 
sion what you stated today about not granting any increase in price 
to the steel companies and forcing them to absorb this completely, if 
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you follow that through in other industries, what you are doing is 
saying to Congress, “You have got to rewrite the tax laws in order to 
pick up the loss we are creating.” 

Mr. Arnauy. Congressman, if | may, I don’t believe that is quite 
my view or would be quite the result. 

‘Let me show you why. If you gave steel this price increase, then 
every other industry in America has got to have price increases 
because the pattern is completely broken and it begins to pyramid. 
You have got to raise your parity index, for example. Everything 
begins all over again. 

Now, then, it is true that the Government would get more money 
through taxes. That is true, but all the time you are creating more 
inflation. So actually vou are losing—the Government is losing in 
the deal, because while they are taking in more money it won’t buy 
as much. 

Let me give you an illustration. After Korea the Congress set 
aside, I believe, $35 billion for defense expenditures. In 8 months’ 
time, that $35 billion had shrunk to $28 billion, and we had spent $7 
billion for inflation and did not have a thing to show for it. 

So, while I confess and adnmt gladly, Congressman, that there is 
some relationship in the items the way you bring it in; on the other 
hand, if you grant price increases and start the spiral going again, 
although the Government would get in more money, it would not be 
worth anything—TI mean relatively it wouldn’t be worth as much. 

Mr. Wipnauu. On the chart that you showed us the other day, | 
believe you had 63 percent of the items at the peak or within the 
roll-back price area. 

Have you any kind of a breakdown to show how much of that 63 
percent is kept there by Government subsidy? 

Mr. Arnauu. No, sir; ] don’t have. Ido not have that information. 

Mr. Wipnatu. Would it be possible to get any figures along that 
line and place them in the record, as to the items that are kept at a 
peak or near a peak by Government subsidy? 

Mr. Arnau. I could not place in the record the items that are 
kept near or at the peak by reason of that, but I could place in the 
record for yvou—-I think we can get it—the Government support pro- 
gram on the items that are near the ceiling here. I think we could 
show that. 

Mr. Wipnauu. You could show the percentage of items affected 
there as it relates to your chart? 

Mr. Arnau. We will try to get that information. 

Mr. Purnam. It is going to be difficult because the items you were 
speaking of in your chart were consumer items, whereas any support 
programs are generally on raw materials, and whether the support 
has anything to do with it or not is hard to define. You support the 
price of corn, but you don’t know whether corn flakes are kept up 
because of the support price of corn or because of the manufacturing 
cost on corn flakes. You use that merely as an example. 

Mr. ArNALL. Let me say in that connection, if I may just have a 
minute of vour time, that 63 percent of the wholesale transactions 
were at their peak or at ceiling prices rolled back from their peak; 
and 16 percent were slightly below the peak; that is, less than 4 
percent below the peak or ceiling level. 
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The remaining 21 percent were at prices 4 percent or more below 
the peak or ceiling level. 

Now, to add further to our understanding of the present wholesale 
price situation, a study was made of prices of wide general public 
interest, on the one hand, and prices primarily of interest to business 
and governmental procurement agencies, on the other. 

The analysis of the first category which includes among others, 
farm products, such as wool, cotton, and grain, processed foods, textiles 
and clothing, passenger automobiles and tires, showed that 41 percent 
were at the peak of ceiling and 20 percent slightly below and 39 per- 
cent significantly lower. That is where the softness is concentrated 
in these items of wide general public interest. 

But the analysis of the second category, which are the items of 
primary interest to business or goveramental procurement, such as 
fuels, paper, lumber, metals, chemical, machinery, trucks, busses and 
so forth, showed 84 percent at peak or ceilings, while only 4 percent 
were significantly lower and 12 percent slightly lower. 

On that index, there wouldn’t be any of those items appreciably 
involved in the support program. 

But we can get you the support items and put them in the record, 
as related to anything at the ceiling, if you want us to. We will try 
to do that. 

(The information referred to appears at p. 137.) 

Mr. Wipnauu. I was interested in another chart you had, that | 
recall applied to leather. 

Mr. Arnau. That is right. 

Mr. Wipnauu. You showed the hides and leather. 

Mr. Arnau. The sequence hides, leader, wholesale shoes and retail 
shoes. 

Mr. Wipnauu. Correct. 

Shouldn’t there be another line on there, showing the other costs 
that go into the retail level of the shoes? Because while your hides 
may be down in price, wages, and other items, can certainly cause 
mark-ups. 

Mr. Arnau. That is right. I think you are absolutely correct, 
Congressman. There are other items involved. 

Mr. Purnam. I don’t think anybody worked that up to show that 
anybody was making too big a profit. It was to show the difficulty 
of suspending ceilings in one area, where it goes on to the next, and 
that the raw materials were in those areas the low prices in relation to 
ceilings but the consumer items were the high ones. 

Mr. ArNALu. But the Congressman makes a point, that in a fin- 
ished item, there are more wages, more taxes, more everything, and 
therefore, you are saying that may be one of the reasons for that 
maladjustment. 

Mr. Wipnauu. That is correct. 

Mr. Bullen, I believe Mr. Feinsinger the other day made the state- 
ment that management had also made a lot of demands. There were 
over a hundred demands involved. What were some of the demands 
made by management? 

Mr. Butien. There were a few demands on the part of the manage- 
ment. I will try to recollect a few of them for you. 

The main ones had to do, I believe, with the wage incentive plan 
of the United States Steel Corp. 
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Now both the union and the company have dissatisfaction with 
that very complicated wage incentive plan. They have had nu- 
merous arbitrations over that during the last 5 vears, and that is 
one of the issues over which there was great disagreement, and one 
of the most important issues, as far as United States Steel was 
concerned, 

We sent that back to the parties for further collective bargaining, 
although we tried—and our panel tried, I think—without success, to 
find a method of dealing with that problem which would be satis- 
factory to both parties, because that sort of problem should be re- 
solved in a manner which is satisfactory to both parties if at all 
possible. 

Now one of the panel members, by the way, one of the public 
panel members, was probably as well acquainted as any public 
member that we could have chosen with the whole history of that 
wage-ineentive plan and the difficulties under it. He had acted as 
impartial chairman between United States Steel Corp. and the steel- 
workers union for several years, and in fact had been chosen as a special 
arbitrator after he had left that position, to handle some basic ques- 
tions concerning that wage-incentive plan. 

The company had certain requests in respect to local working 
conditions, which again, is a rather complicated clause, but it has 
to do with the reliance of the union in arbitration cases upon the 
continuation of local working conditions in certain respects. 

It also asked, I believe, for certain changes in respect to seniority, 
as did the union, too. 

1 believe all of those items were returned to the parties for further 
negotiation. 

Let me also say, for some changes in the application of paid holidays, 
if they were to be granted, and there were demands with such questions 
as workloads, spell time, size of crews working on particular jobs, and 
so forth. 

I would like to emphasize to you, if I may, Congressman, that the 
issues in this dispute, the most important issues, In many respects, to 
the parties, were not these items which we have been discussing. They 
were not the matters of wages, and fringe benefits. They had to do 
with other provisions of the contract, which had not been reopened 
for a period of 5 years, over which there had been many disputes and 
arbitrations, and the parties have been told by the arbitrator, ‘““We 
are interpreting the contract as you wrote it 5 years ago. If you don’t 
like it, change it when your contract expires.” 

So that a lot of the steam in this case comes from that situation. 

Mr. Wipnauu. Were any of the management demands actually 
granted by the Board? 
| Mr. Butien. I would say this: that in respect to these items that I 
have mentioned, seniority, incentives, locat working conditions, 
that when we return them to the parties we return them with an 
opinion written by the public members of our panel, and those sk 
recognize many of the things which management was interested i 
having recognized. 

[I might mention for instance, the seniority question, that the 
opinion stressed some of the things which we felt were legitimate 
points of view on the part of management, and I think that you know 
that there were many items which the union asked for, in which 
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management thought there should be no change at all, which wer 
completely denied by the Board. 

Mr. Wrpnatu. I would like to have just one more thing in con- 
nection with the background of that dispute. 

When was the last wage raise, in the steel industry? October or 
November of 1950? 

Mr. Butuen. It was December 1, 1950. 

Mr. Wipnauu. Didn’t that precede the raises in the other industries? 
Like coal, oil? 

Mr. Butien. It did not precede the wages in many of the other 
industries. 

You may know that during the vear ’50 and before, there were 
many contracts which had escalator provisions, and some which had 
productivity increase factors, and those increases had been given 
during the vear 1950, many plants gave productivity increases in 
June of 1950, and during the fall of 1950, there were increases being 
granted, of a pretty high amount, by industries throughout the coun- 
try, as soon as the contracts expired. 

During that time, in the fall of 1950, I was executive secretary of the 
New York State Board of Mediation, and I know that the negotia- 
tions, during the entire fall of 1950, throughout New York State, in 
Buffalo, Rochester, Syracuse, Schenectady, all over the State; the 
increases that were being granted not only took into account the cost 
of living rise since Korea, but took into account the fear, on the part 
of management and labor, that there might be manpower shortages, 
and that they had to have increases to compensate for what they 
considered to be a perspective of situations which they might have to 
meet. 

Mr. Wipnatu. What I am trving to get at is this: as I understand 
the formula or background for the raise that was granted by vour 
Board, it was based on what took place during 1951, and it relates to 
the various segments of industry. 

If that wage raise that they got December 1, 1950, had taken place, 
sav, January 15 of 1951, how would they be squared away against the 
rest of industry? 

Mr. Butien. Congressman, I think the answer to your question 
can be given by taking the increases which occurred since January 
1950, rather than January 1951. 

At the time that we made our decision in steel, from January 1950, 
to that time, automobile workers had received 28 cents an hour, 27 in 
some cases, 28 in others, and that does not include the agreement which 
they now have for an additional 4 cents, to take effect in June of 1952, 
under their 5-vear contract, which calls for this annual improvement 
factor. 

There will be another 4 cents in 1953. 

Farm machinery workers had received 30 cents an hour, and that 
does not include the annual improvement factor of 4 cents, which will 
be due in August of 1952. 

Electrical equipment workers, about 26 cents. This is since Jan- 
uary 1950, in these industries. 

Nonferrous metals workers, about 26 cents. 

Rubber workers, about 25 cents. 

Meat-packing workers, a little over 28 cents. 

And I think you know that the Wage Stabilization Board, when it 
was first formed, decided that the balance which existed in January 
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1950, between industries, and in relation to the cost of living, was a 
pretty fair balance, and that that would be the basis upon which the 
Board’s regulations would allow increases. 

So I think you will find that in all of these industries they had been 
receiving increases during 1950 and 1951. The steelworkers have 
not received an increase for 15 months, or had not at the time we made 
our decision and for the most part, we feel that it is a catch-up with 
many of our other basic industries. 

Certainly under our regulations, these other industries that I have 
mentioned, and a great many others that are coming in daily for 
increases, cannot get anything further under our regulations unless the 
cost of living should rise. 

Mr. Purnam. May I add to that? A chart that I presented and 
put in the record the other day, showed the dates of these various 
increases. I think you will see on that that steel really is only catching 
up. I don’t have any more of those charts with me here, but I can 
bring one this afternoon if we are recalled this afternoon. But that 
chart is in the record. I think vou will find it very interesting, Con- 
eressman Widnall. And | think you will find also very interesting 
the facet that the man in charge of industrial relations for General 
Electric, ina letter to GE employees right after this decision came out, 
announced to his employees that they had already received all that 
steel would get and more besides. I showed that to Mr. Wilson and 
he said, ‘Well, that is just Charlie Bullware’s opinion.” 

Mr. Wipnatt. Of course there is the feeling throughout the country 
that this just means a general wage increase for everybody and that 
they will use this as a pattern. 

Mr. Putnam. That feeling has been fostered by the best publicity 
in the world by the steel people since last December. But it just 
isn’t a facet and I think these charts in the record will show what the 
true facts are. 

Of course there are some contracts that traditionally follow steel, but 
the bulk of industry, automobiles, electrical, rubber, meat packing, 
shipbuilding—and I could go on with a lot more—are ahead of steel, 
which would now be catching up under this recommendation. — I think 
the chart will show it very clearly. 

Mr. Wipnatu. Thank vou, very much. 

Mr. Brown. Are you through, Mr. Widnall? 

Mr. Wipnatu. | am through. 

Mr. Brown. Mr. Betts? 

Mr. Berrts. I think the ground has pretty well been covered. I 
don’t know that there is very much for me to inquire about but there 
are a couple of questions I am interested in. 

I will direct this question to Mr. Putnam. I noticed that in town 
this week was the Finance Minister of Canada, who made a speech 
and said that Canada had succeeded without direct controls of any 
sort. 

I was wondering if you had any comment to make as to how our 
immediate neighbors to the north can get through without any direct 
controls, and without setting up any agencies such as these 

Mr. Purnam. I would love to comment on that. Canada has had 
a 19-percent rise in the cost. of living, we have had a 13-percent rise 
in the cost of living since Korea. 
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Also, | might say they have put in tough indirect controls that | 
don’t think this country would stand for. 

I mean, for instance, you can’t—we were talking about these stec! 
mills and others getting accelerated depreciation, and charging things 
off in 5 years. In Canada they are allowing no depreciation at all fo: 
any new capital. That is one of their indirect controls. 

Their indirect controls are tremendously stiff, and yet their cost 
of liviag has gone up considerably more than ours. And they are 
largely gettiag, remember, the benefit of our own controls, because 
our own prices and Canadian prices, our wage rates and Canadian 
wage rates, are hand in hand. If we had not had our controls and 
wage rates had gone up in Detroit, you know they would have gone 
up in Windsor, Ontario, the same day. So they are getting the benefit 
of our controls, and yet their cost of living has gone up higher than 
ours. 

Mr. Berrs. As I understand it, their cost has not increased any 
more in the last year than here. 

Mr. Purnam. No; it did not go up quite as fast in the first 8 months 
after Korea, but it went up about the same or rather faster since we 
put controls on here. 

Mr. Berrs. Of all of the countries of the so-called West, that are 
supposed to be united with us in the Communist drive, and which are 
interested in stopping inflation, are we the only country that has 
direct controls? Or are there other countries? 

Mr. Purnam. England has very tight direct controls. 1 am not 
s re of some of the others. 

Mr. Berrs. Has it produced any results? 

Mr. Purnam. Well, they have a great many other things there too, 
besides those controls. 

Mr. Berrs. I was interested in your comments, Mr. Putnam. 

Mr. Purnam. Compared with Canada, there is no question in my 
mind that we have proved the value of our own controls compared 
with what happened here with what happened in the Canadian econ- 
omy. And we have not disrupted our businesses as much as thev 
have disrupted some of theirs. Their depreciation formula happened 
to be one I knew because we sell machinery to Canada. Well, it just 
cut off the sale of it for a little while, because people up there could 
not depreciate it. 

Mr. Berrs. Relatively speaking, are their taxes higher than ours? 

Mr. Purnam. I am not quite certain. 

Mr. Berrs. They have proceeded on a pay-as-you-go basis, haven’t 
they? 

Mr. Purnam. I think that is true. So have we up till now, almost. 

Mr. Brerrs. Has their production been as great, in proportion to 
their economy, as ours has? ‘ 

Mr. Purnam. IT am told it is not as large. I don’t have a lot of 
Canadian statistics, I am sorry to say, Congressman, but I know from 
my own recollection, from the statistics I have seen, that they have 
had very tight indirect controls, they have not had any direct controls, 
and they have had considerably more inflation. 

Mr. Brerrs. Well, now, one other question that [ think is rather 
important here. 

Mr. Purnam. I might say they have authority for direct controls, 
but they have not applied them. But their law gives them authority 
to apply them. 
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Mr. Mutter. They have very strong controls on credit. 

Mr. Putnam. Yes, very strong. The indirect controls, as I said, 
are very strong. Put they have had more inflation than we have had, 
almost double. 

Mr. Wotcort. Will you vield? If the Canadian situation is so bad, 
why this terrific flight of American capital in the last sixty days to 
Canada? 

Mr. Putnam. I think the great flight of capital has been trying to 
invest in cheap Canadian oil stocks in the Northwest. I did not think 
it was a flight of capital. I thought it was a quick speculation. 

Mr. Wotcorr. In the industrial Midwest, we are concerned about 
our factories going over there. I have heard a lot about that. 

Mr. ArNAuL. They don’t have a capital gains tax in Canada, do 
they? 

Mr. Woxcorr. They don’t have nearly as high an excess profits 
tax as we do, either. 

Mr. Putnam. On the other hand, speaking of automobiles 

Mr. Woxtcorr. They have balanced their budget, their money is 
more valuable than ours, so American capital is thinking about invest- 
ing over there. We are confronted with a very serious situation in 
Michigan. 

Mr. Purnam. You realize, too, their tightness of indirect controls. 
On an automobile you have to pay 50 percent down and pay off the 
rest in 12 months. They have got indirect controls that we would not 
stand for. 

Mr. Berrs. But they are able to impose those indirect controls 
without the establishment of any big agency. 

Mr. Purnam. Put they have paid a price in that their cost of 
living has gone up almost twice as much as ours. 

Mr. Berrs. That leads to my second question: Speaking of the 
price they have to pay, is there any one of you gentlemen who can 
tell us what it costs the American tax payer to finance the control 
agencies that we have set up, and how many people are employed by 
all of them, and what is the expense of the cars you operate, the build- 
ings vou have and so on. 

Mr. Arnau. I just know this one statistic that I will give you with 
pleasure, Congressman Betts: OPS cost, last year, $1.50 per American. 

Mr. Berrs. Well, that is one portion of it. There is NPA 

Mr. Arnau. Oh, they are arguing with me. They say my figure 
is too high. ‘They say the cost is 35 cents. 

Mr. Core. Will vou vield? 

Mr. Berrts. I yield. 

Mr. Coie. Governor Arnall, in that connection, then, | may say 
to you, to warn you a little bit about this, that the question I am 
going to ask you is a bit of partisan polities. But it is important, 
however, and | think vou will agree with me that the implication is 
fair. 

I would like to know the official status of your special assistants or 
liaison officers, and whether or not they are entitled to engage in 
partisan polities, or seek public office? 

Mr. Arnauu. I don’t know, Congress Cole. I don’t know. 

Mr. Cour. This is what I would like to ask for the record. IT would 
like to know their salaries, | would like to know their travel accounts, 
and whe-e they are going, how much vacation time is allowed, how 
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much time former members of the Congress employed by vour agencies 
are now spending in their districts, at the expense of the Government 

Mr. Arnaut. You want those figures for the Office of Price 
Stabilization? 

Mr. Cour. Yes, sir. 

Mr. Arnau. We will—have we got any former Congressmen? 

Mr. Murer. If you have specific people in mind, Mr. Cole, why 
not give him those names and let him give vou the information? 

Mr. Arnau. No, I will give it to you. I will be glad to. 

(The information referred to is as follows: ) 


INFORMATION SUPPLIED BY GOVERNOR ARNALL, AS REQUESTED BY CONGREss- 
MAN COLE ON FrRipay, May 2, 1952, In HEARINGS OF THE HousE BANKING 
AND CURRENCY COMMITTEE 


The special assistants or liaison officers in the Office of Price Stabilization work 
under the same regulations in regard to engaging in partisan polities or seeking 
public office as do other civil-service employees. 

At present, I have one special assistant and two principal liaison officers. The 
special assistant receives $12,000 per vear and the liaison officers a salary of 
$10,800 per vear. 

No staff member has a special travel account. Each request from the field, 
which entails travel, is considered on its own merits, as we have made every 
effort to keep travel within a minimum, consistent with the requirements of 
efficient operation. 

From January 1 to April 30, 1952, travel vouchers approved for the above 
officers covered trips to the following places: Dallas, Tex.; Minneapolis, Minn.; 
and Fargo, N. Dak.; Hartford, Conn. (2); New York City; Syracuse and Bing- 
hamton, N. Y.; Wilmington, Del.; Detroit, Mich.; and Newark, N. J. 

Vacation time is prescribed by law. Federal employees may accrue 13, 20, or 
26 days per annum, according to their length of service. 

There is only one former Member of Congress on my staff. 

No time has been spent in the former Member’s former district at the expense 
of the Government with the exception of one noon talk made at the invitation 
of a civic organization and one radio interview, both in connection with a field 
trip in the nearby area and involving no additional expense. 


Mr. Wotcorr. Also the number of people employed in_ the 
stabilization effort. 

Mr. Arnau. T will be glad to put that in. 

(The information referred to is as follows: ) 


Size of staff of Economic Stabilization Agency as of Mar. 31, 1952 


ad quar- . | oon 
—— Field Potal 
ers 
Office of Administrator 71 71 
Office of Price Stabilization 2, 774 0, 615 12, 389 
Office of Rent Stabilization 280 2, 516 2, 796 
Railroad and Airline Wage Board A 11 ll 
Salary Stabilization Board ; 204 28 232 
Wage Stabilization Board 674 1, 303 1, 977 
Total : : 4,014 13, 462 17, 476 


Mr. Berts. | think we ougbt to know a little more. You have to 
operate buildings all over the country, to operate your agencies. 

Mr. Arnau. Don’t call them my agencies. These are set up by 
congressional action. You did it. I didn’t. 
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Mir. Mutter. [ am sure none of the agencies is spending more than 
we have appropriated. If we bave a certain amount appropriated, 
that is all they can spend. 

Mr. Arnaut. I will be delighted to give the Congress the full 
expense of the agencies which they have created. 

Mr. oe vnaM. I might say that all members of my agency give to 
your “watchdog” committee—— 

Mir. Dares. Now you call it your agency. 

\(r. Putnam. All right. 

\ir, ARNALL. That is your agency. 

\Ir. Berrs. Whose agency? 

\ir. Purnam. Of the ESA, the ‘watchdog’ committee that was 
mentioned earlier, gets a monthly report with all these figures in it. 
They are available, to you, I am sure, Congressman, but we will give 
you any figures you want. 

- Mr. Berts. Just to go a step further, [ notice here we get in the mail 
something that is called The Defense Production Record, which has 
pictures on it. Who puts that out? 

Mr. Arnauu. I don’t know where that comes from. 

Mr. Purnam. It is not put out by any one of us in the stabilization 

rogram. It is the Defense Production Agency. 

Mr. Berrs. Well, it is the Defense Production Auth: rity appar- 
ently. It has to do ‘with orders of NPA, and so on. 

Mr. Arnauu. I think that is Mr. Wilson’s publication, that of his 
agency. 

Mr. Berts, Then there are such news items as—— 

Mr. Putnam. I think incidentally for the reeord—— 

Mr. Berrs. Addressed to the Rotary Club. 

Mr. Purnam. That is sold to businessmen. The DPA may even 
make money on it, for all I know. 

Mr. Berrs. The Government sells them. 

Mr. Purnam. I think so. It is not this part of the mobilization 
program that puts that out; it is the production side. 

Mr. Berrs. I just wanted to know the status of it. You gentlemen, 
and the agencies which you work for, have nothing to do with this 
publication? 

Mr. Purnam. No, sir. 

Mr. Brown. Do you have anything further, Mr. Betts? 

Mr. Purnam. The Office of Defense Mobilization may have some- 
thing to do with the publication but not the Economic Stabilization 
(gency, the OPS or the Wage Stabilization Board. 

Mr. Brerrs. Who could we ask? 

Mr. Purnam. I think you are going to have Mr. Fleischmann 
before you sometime soon. You can ask him, either Mr. Fleischmann 


? 


or Mr. Fowler. 


Mr. Brown. I am going to excuse these witnesses in a few minutes. 
f you have any other questions I hope you will ask them now. 

Mr. Berrs. I guess that is all. 

Mr. Brown. Gentlemen, on behalf of the committee [ thank you 


for your testimony and you may be excused. 


We will meet this afternoon to hear one witness, Mr. Thorp, 
\ssistant Secrets ary of State, who will testify on fats and oils. We 
vill convene at 2:30. 


97026—52—pt. 1——17 
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Mr. Purnam. Before leaving, Mr. Chairman, may I thank you 
and the members of the committee for your very courteous and 
understanding treatment of us. On behalf of myself and my col- 
leagues, we appreciate it very, very much. 

Mr. Brown. Thank you, Mr. Putnam. 

We will recess to reconvene at 2:30. : 

(Whereupon, at 1:25 p. m., the committee was recessed, to reconvene 
at 2:30 p. m., the same day.) 


AFTERNOON SESSION 


(The committee met at 2:30 p. m., pursuant to its recess.) 

Present: Chairman Spence (presiding), Messrs. Brown, Multer’ 
Polling, Fugate, Wolcott, Talle, Kilburn, Cole, Hull, Nicholson, 
McDonough, and Betts. 

The CuarrMan. The committee will be in order. We have with 
us this afternoon, Mr. Thorp, Assistant Secretary of State. 

Mr. Thorp, you may proceed with vour statement. 


STATEMENT OF WILLARD L. THORP, ASSISTANT SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS 


Mr. THorpe. Mr. Chairman and members of the committee, my 
name is Willard L. Thorp, Assistant Secretary of State for Economic 
Affairs. 

I wish to thank the committee for the opportunity of testifving 
with respect to this bill. My testimony will cover only two problems 
related to the bill, namely, the provision of H. R. 6546, which would 
delete section 104 of the Defense Production Act, and the proposal in 
H. R. 6848 to limit imports of commodities which contain scarce 
materials. 

As to section 104, I shall first make a few comments in support of 
the proposal to delete section 104, which deals with the pS ak of 
quota restrictions on the imports of various products, notably fats, 
oils, and dairy products. Some members of the committee may recall 
that last fall I testified here on a bill to repeal section 104. At that 
time, as you may remember, the Department of State foresaw that 
the section was bound to have damaging effects on the ability of foreign 
countries to earn the dollars they need to put them on a self-supporting 
basis. We are now even more convinced that action on our part 
which deprives friendly countries of the opportunity to sell their 
products in this market will add to their difficulties in earning the 
dollars they need to maintain minimum living standards and_ to 
shoulder their part of the defense burden. 

Furthermore, we are still convinced that, in the end, these measures 
will hurt American agriculture much more than they will help, since 
foreign countries would have to cut down on their purchases of 
American agricultural products as their dollar earnings fall off. We 
are convinced that restrictive action in this limited field will have a 
much wider effect upon the future of our foreign trade. 

We are concerned also at the fact that section 104 requires the 
United States to take action meonsistent with the provisions of agree- 
ments with other governments which had been entered into under the 
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Trade Agreements Act, and is contrary to the objective, frequently 
stated by the Congress, of a self-supporting Europe. 

Certainly, section 104 is contrary to our basic policy of developing 
trade among the friendly countries of the free world so that business- 
men can buy and sell their goods with a minimum of governmental 
interference in their activities. Inconsistencies of this sort tend to 
undermine the basis and effectiveness of our foreign policy, by raising 
fundamental doubts in the minds of other countries of the free world 
as to our sense of responsibility and the nature of our goals, 

We have now had about 9 months in which to appraise the devel- 
opments in the international field which have occurred as a result 
of section 104. These developments have convinced us that the 
Department’s original estimate of the effect of section 104 on other 
countries, if it erred at all, erred in the direction of understatement. 
It is clear now that Canada and Western Europe have been pro- 
foundly disturbed by the implications of these restrictions. It is not 
so much the immediate dollar loss involved in these restrictions which 
concerns them, though that is serious enough for some of them 
Much more important is the uncertainty which these measures have 
created, uncertainty as to the conditions under which trade will be 
permitted with the United States, and the possibility that an increase 
in sales to us, even if the percentage is small, may result in new trade 
restrictions. 

The effort to enter the American market often requires a substan- 
tial investment, and naturally is verv sensitive to the possibility that 
the rules of the game may be changed. Our friends in Europe and 
elsewhere, whether they produce cheese or not, have begun to wonder 
whether the imposition of these restrictions is not an indication that 
the United States proposes to revert to a policy of raising trade 
barriers regardless of agreements and even though such action may 
weaken the collective economic strength of the free world. 

This deep concern on the part of Canada and Western Europe has 
been evident in a number of ways. Last October, at Geneva, at a 
meeting of the contracting parties of the General Agreement on 
Tariffs and Trade, nine governments formally protested against our 
restrictions under section 104, charging that this Government was 
acting inconsistently with its trade-agreement undertakings. The 
countries filing the complaint were Australia, Canada, Denmark, 
Finland, France, Italy, the Netherlands, New Zealand, and Norway, 

The filing of a complaint of this sort is not done lightly; it is a fairly 
important political step on the part of any government. In this case, 
it was concluded at the meeting that our action establishing quota 
restrictions on the import of cheese, was in fact inconsistent with 
the general agreement. The action taken, however, went on to counsel 
the countries affected to withhold any offsetting actions on their part 
for the time being until it was clearer what steps the United States 
Government might take to rectify the situation. 

There have been other developments since that meeting which are 
worth noting. The Dutch Government has announced that it is con- 
sulting with its partners in the Benelux Union, Belgium, and Luxem- 
burg, on increasing its duties against American goods in order to cut 
down the expenditure of its scarce dollars. The French have informed 
us that their loss of dollar income resulting from our cheese restrictions 
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is contributing to the cut-back which they are imposing on their 
imports of dollar agricultural products. Meanwhile, the Italian 
Government has presented a memorandum to the Department of 
State describing the cumulative effect of recent United States import 
measures upon the Italian economy, and their potential significance 

With the committee’s permission, I should like to quote from the 
Italian note on the effects of these measures. 


What is at stake 
the note says— 


is the vast store of good will and gratitude which exists in Italy and other friendly 
countries as a result of the generous postwar American aid, and of Marshall-plan 
aid in particular. For, most of the segments of Italian public opinion are alto- 
gether at a loss to understand how the vast amount of help poured into Italy during 
the past 3 years, with the express purpose of restoring the stability of both the 
domestic and the international economy of the nation, can be reconciled with the 
recent restrictions that have hit vital sectors of the Italian economy. The very 
fact that these restrictions are but incidental and almost trivial within the over-all 
context of United States policies, is bound to intensify their adverse impact. This 
is because they appear to involve the mistaken idea that, while American policies 
are liberal and indeed generous at their over-all level, they acquire an altogether 
different connotation as soon as the protection of special interests is concerned. 

This implication, no matter how unwarranted, plays directly into the hands of 
that voeal minority of opinion which is swayed by Communist propaganda in 
Europe. As it is known, the Communists noisily press their line that the Marshall 
plan and other aid programs are not really meant to bring about the economic 
emancipation of Western Europe but to perpetuate their dependence on American 
bounty, and that American aid programs are calculated to find additional outlets 
for domestie production, while barring the door to foreign products. The result 
is that a state of confusion and doubt is generated in the minds of some people— 
which is sedulously exploited by the Communist minority for its own ends—despite 
the constant emphasis of the Italian Government on the true facts. _ 

These words were written several months before the Moscow 
Economic Conference. The developments at that conference reinforce 
the validity of the point concerning Communist propaganda which 
the Italian Government was making. 

Of course, in any balanced appraisal of the desirability of section 104, 
one must take into account its effects not only upon our foreign-policy 
objectives but also upon our domestic agriculture. On this score, 
representatives of the Department of Agriculture are in a_ better 
position to testify than Iam. Looking at the case of cheese, I find it 
hard to believe that where a domestic industry has doubled its output 
since the prewar years, and where the imports of the product are less 
than 5 percent of our consumption and are only at the prewar level 
in quantity, that, in such a case, the Government should be called upon 
to take special action to provide extraordinary protection against 
foreign supplies. American agriculture can rely upon other provisions 
of the law, such as section 22 of the Agricultural Adjustment Act and 
the escape clauses of the Trade Agreements Act, which do provide the 
means whereby American farmers can be protected in any individual 
cases of injury. 

In appraising the measures which are appropriate for the protection 
of American farmers, however, it has to be borne in mind that Ameri- 
can agriculture relies heavily upon foreign markets for the sale of its 
products. In 1951, for example, American farmers sold $4 billion 
worth of their products overseas, to foreign consumers they never saw 
and often never knew were their customers. Even some of the prod- 
ucts that section 104 aims at protecting have regularly been on an 
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export basis. In 1951, we sold the world $121 million worth of dairy 
products, and imported only $25 million worth of such products. ‘In 
his own protection, the American farmer must live in a world in which 
nations stand ready to receive the products of one another and in 
which nations are willing, and have the financial means, to buy the 
products of one another. So far as international trade is concerned, 
the preservation of foreign markets is the surest protection that can 
be provided the American farmer. 

In sum, therefore, it appears to the Department of State that our 
major foreign policy objectives and our interest in the protection of the 
American farmer alike require that the terminal date of section 104 
should not be extended beyond June 30, 1952. 

The second part of my testimony deals with the proposal contained 
in H. R. 6843. I discuss this particular proposal in large part because 
it is tvpical of other proposals that may be before or come before this 
committee. 

This bill would establish quotas on the importation of certain prod- 
ucts made from raw materials on which priorities or allocations are in 
effect in this country. In substance, the bill would require the Presi- 
dent to cut imports of any product to one-half of the quantity im- 
ported during the period 1947-49 whenever the product contains ma- 
terials which are under domestic priorities or allocations control and 
a substantial portion of domestic producers of the article requests such 
import limitation. The only exception to this is a provision that the 
Secretary of Defense could certify that a higher volume of imports is 
required to meet essential defense needs, in which case imports would 
be limited to the higher amount certified by the Secretary of Defense. 

How would this work? Steel, copper, and aluminum are under 
allocation under the controlled materials plan. One or more of these 
three metals enters into the production of nearly every industrial prod- 
uct. Even though steel, copper, or aluminum were a very minor ele- 
ment in a particular product, all that would need to happen would be 
for a “substantial portion of American producers” to request the 
limitation of imports, and unless the Secretary of Defense established 
an exception, the President must automatically restrict imports to 50 
percent of the 1947-49 imports. The only showing would have to be 
that the product contains a material under priorities or allocation con- 
trol and that a substantial portion of American producers desire a 
limit on imports. There is no suggestion that either injury to pro- 
ducers or disadvantage to consumers might be an element in the 
consideration. 

The degree of restriction which the bill lays down for imports is 
considerably more severe than the restrictions in effect on domestic 
producers. Today we have apparently gone through the worst phase 
of materials shortages. Allocations for civilian production are increas- 
ing and end-use restrictions are being eased or removed at a significant 
rate. Looking back we can see that our materials limitations have 
fortunately not caused any great reduction in the flow of goods to the 
American consumer, and the expectation is that the supply of materials 
will increase as new sources become available. Certainly, for com- 
modities no one envisages anything like a 50 percent domestic 
limitation. 

The committee will appreciate the fact, I am sure, that this bill 
suffers from the same disabilities as section 104. This bill, like section 
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104, takes no account of the fact that it is in the interests of the United 
States to give foreign countries a fair opportunity to earn the dollars 
they need so that they can shoulder their share of the common defense 
effort. It takes no account of the fact that we are engaged in a cold 
war with the Soviet bloc, with the latter trying to persuade friend], 
foreign countries to increase their trade with the bloc, particularly their 
trade in many commodities which would be affected by this bill. Nor 
does it take any account of the extensive efforts in which we have been 
engaged in cooperation with other friendly countries of the world to 
ensure that existing materials were being fairly distributed and are 
being put to the best possible use. Instead of strengthening and 
extending the cooperative approach, it encourages each individual 
country to meet the problems created by the raw materials shortages 
on its own, even though its measures may operate at cross purposes 
with those of other friendly countries. 

I should like to dwell for a minute or two upon the measures which 
have been taken cooperatively with other countries to develop an 
equitable system for the distribution of scarce world supplies. Since 
the middle of 1951, the International Materials Conference has been 
recommending internation allocations of copper, nickel, cobalt, sul- 
fur, tungsten, and molybdenum. This system, in itself, by limiting 
the supplies of scarce materials each country may claim, brings foreign 
competitors of American producers under a form of production 
limitation. No country is being allotted enough of these scarce 
materials to allow unrestricted operation of its industries. In addi- 
tion, essentially the same principles of distribution are applied in 
steel and aluminum by the direct actions of the several major pro- 
ducing and exporting countries. 

Another forum for this kind of activity has been the OEEC, the 
organization that was set up in connection with the Marshall plan in 
Europe. As a result of OEEC action, the countries of Western 
Europe have now adopted common lists of prohibitions in the use 
of copper and nickel, based upon the United States lists, and have 
made progress toward similar action on zine. In addition, most of 
them have imposed controls on a considerable range of other scarce 
products, the restrictions in some cases being more drastic than 
those in effect in the United States. 

These several developments, in combination, do not yield precisely 
ihe same pattern of controls in all countries. There are differences 
on some items; the differences permit our manufacturers greater lib- 
erty in the use of scarce materials than their competitors in other 
countries, While in other situations the shoe is on the other foot. In 
some cases, limitation has been achieved by imposing excise taxes of 
as much as 100 percent on specified products. There is, however; by 
now a common approach to the problem and a common framework 
of controls, even though the form of controls may differ somewhat 
among countries. Because of this and because of the gradual easing 
of supplies, the number of situations in which competitive inequities 
can arise are likely to be few. 

It has also been recognized, that the measures one country takes 
to conserve its scarce materials can profitably be studied and often 
copied by others. Therefore, there has been a great deal of exchange 
of this information among countries. But in general, it has been felt 
that the precise use each country makes of its supplies over and above 
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its*defense requirements should be a matter for its own determina- 
tion, in light of its needs and problems. If it wishes to cut back its 
own domestic supplies even farther, and export goods in order to earn 
lollars, we have felt that such an objective should not be discouraged. 
In many cases, we want the goods ourselves. 

In this connection, I think an exaggerated impression may exist 
as to the extent of the problem with which this bill purports to deal. 
Many of the cases which superficially seem to represent cases of 
competitive inequities created by raw material shortages prove to be 
somewhat different in nature when the facts are examined more 
closely. In the case of chinaware, glassware, and spring clothespins, 
the industries concerned were making efforts to exclude foreign 
competition through resort to various provisions of law, such as escape- 
clause provisions of the Trade Agreements Act, well before current 
shortages began to be felt. However real they feel their problem of 
competition from imports may be, this problem apparently would have 
existed whether or not our current materials shortages had developed. 

[ want to conclude by pointing out that in cases where Americans 
are unemploved as a result of the pinch of raw materials shortages, 
this bill provides no assurances of reemployment. Cutting down on 
imports does not result in boosting domestic production where that 
production is being held back by a shortage of raw materials. The 
only sure solution for such a problem is the better utilization and 
distribution of the materials which are short. 

And, insofar as import restrictions can help toward that objective, 
section 101 of the Defense Production Act already provides the neces- 
sary powers. Under section 101, the President already has the power 
to apply import restrictions in connection with the allocation and con- 
servation of scarce materials. For those situations in which the bill 
would go beyond section 101 in providing for the exclusion of products 
from the United States, there is no assurance that the scarce material 
embodied in the product would be conserved for a more essential pur- 
pose. The products excluded from this country in most cases could 
readily be diverted to other countries instead; in some cases, in fact, 
the diversion would make it easier for the Soviet bloc to acquire some 
of the products which they are constantly seeking. In short, the net 
result of the bill would be to reduce the supply of goods available to 
American consumers, thereby aggravating our own supply problems, 
without increasing the availability of scarce supplies for other useful 
purposes. For all of the reasons | have enumerated, the Department 
believes that this proposal will be harmful to our domestic economy 
and to our foreign-policy objectives. The Department strongly 
recommends, therefore, that the provision should not be enacted. 

The CuarrmMan. You have made a very clear statement of your 
Department’s position, Mr. Thorp. Are there any questions? 

Mr. Woxicorr. Mr. Chairman. 

The CHarrMan. Mr. Wolcott. 

Mr. Woucorr. Mr. Thorp, are the State Department and the 
Department of Agriculture in accord on their recommendations? 

Mr. THorp. Yes, sir. 

Mr. Woucorr. Are you familiar with the brief filed by the Depart- 
ment of Agriculture with the Tariff Commission, with respect to 
section 104, with application to the importation of blue cheese? 
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Mr. Tuorp. I am familiar with the fact that a brief was filed. | | 
believe it is a brief in connection with the utilizing of the escape clause 
under the Trade Agreements Act in connection with blue cheese. 

Mr. Wotcorr. Yes, under section 7 of the Trade Agreements Ac; 
and in connection with section 22 of the Agricultural Act. 

Mr. THorp. Yes. 

Mr. Woucorr. I would like to see if we can’t reconcile these two 
positions. The committees of Congress are constantly called upon 
to act as interlocutor between two departments of the Governmen 
which are in disagreement. Apparently this is one of those cases 

Mr. Tuorpe. I don’t think so, Mr. Congressman. What is happen 
ing in connection with the brief to which you refer is that a per- 
fectly well established procedure is being used, whereby any industry 
can bring before the Tariff Commission, in connection with an escap: 
clause, or before the Department of Agriculture in connection with: 
section 22, its situation, asking for relief. This procedure is thor- 
oughly established and recognized in our international relations. 

This is quite different from section 104, which was a legislativ: 
act, which did not go through the process of hearing and study that 
is set up in connection with these other two procedures. 

Mr. Woxcorr. May I read some excerpts which might explain what 
I am saying. This is from a brief filed with the Tariff Commission 
by the United States Department of Agriculture in connection with 
a hearing and investigation pursuant to section 7 of the Trade Agree- 
ments Act of 1951. 

The Department of Agriculture said in its brief: 

It is important that the Tariff Commission conduct its investigation promptly, 
and take necessary action with respect to imports of blue mold cheese, prior 
to the expiration of section 104 of the Defense Production Act, as amended 
This is necessary in order to prevent serious injury to the domestic blue mold 
cheese industry. It is the view of the Department of Agriculture that unre- 
stricted imports of blue mold cheese which would otherwise occur after June 30, 
1952, would result in further serious injury to the domestic blue mold cheese 
industry. 

They go on to say: 

Unrestricted imports threaten to cause serious injury to the domestic blue 
mold cheese industry. Consumption of this type of cheese in the United States 
has been maintained at an average of about 10,300,000 pounds annually during 
the past 5 years. However, as a result of increased imports, the proportion of this 
consumption met by domestic production has steadily declined. 

And they have a chart attached to the brief showing that. And 
further: 

The effects of these increased imports on the proportion of the United States 
market supplied annually by domestic production is shown in the table below, 
in 1947 the domestic production supplied the entire market. 

Apparently it wasn’t until after 1947 that we had much importation 
of blue cheese, with the exception of perhaps Roquefort cheese. And 
our domestic industry developed the blue cheese market during the 
war. 

Mr. Tuorr. I think that is because the war interferred with the 
flow. Actually, the American blue cheese industry is a relatively new 
industrv. 

Mr. Wotcorr. Yes. 
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Mr. THorp. And for many, many years—— 

Mr. Wotcorr. But there is a new market, isn’t there? We did 
have years ago an imported Roquefort, but blue cheese, with the ex- 
ception of some, was almost an unknown thing here in the United 
States. The domestic producers developed this domestic market for 
blue cheese. 

Now, according to this, we are giving this American market, which 
the American producers have created, away to foreign countries. 

Let me go on to quote, again from the brief. There are several 
different kinds of blue cheese, of course. But I think what we are 
talking about here now is what we call blue cheese, and I think they 
include Roquefort in this blue mold cheese. That is my under- 
standing. 

Mr. Muurer. Mr. Wolcott, didn’t we have a market here for blue 
cheese, all of which was imported prior to the war? 

Mr. Wotcorr. You are thinking of the imported Roquefort. But 
our producers developed a market for blue mold cheese here. 

Mr. THorp. It is correct that Roquefort is a distinct variety from 
the Danish blue cheese. 

Mr. Murer. Does most of the blue cheese come from France? 

Mr. Woncorr. The blue cheese comes from the United States. 
That is my point. 

Mr. THorp. We import it from Denmark. I think that is the 
chief foreign source. 

Mr. Woucorr (reading): 

In 1947, the domestic production supplied the entire market. .In 1949, that 
provided 86 percent of the market. In 1950, the domestic producers supplied 
69 percent of the market. 

You can see how it is going down. 

In the first 7 months of 1951, prior to the imposition of import controls, the 
share of the market supplied by domestic producers dropped to about 50 percent 
resulting from imports of 3,400,000 pounds. Sinee the imposition of import 
controls the share of the domestic producers has increased. 

Then there is a table here showing the consumption of this blue 
mold cheese, and the increase in imports, percentagewise, from 1947 
up to February 1951. 

Mr. Murer. Does the table show the increase in consumption 
from 1947 to 1951? 

Mr. Wotcorr. It says: 

Despite the fact of import controls on blue mold cheese were put into effect on 
\ugust 9, 1951, total imports for the calendar year reached 5,050,000 pounds. 
Had import controls not been instituted, it is certain that 1951 imports would have 
been much larger. 

The point is that we have built up the market here, and now we 
want to give it away to foreign countries. It is a new market, which 
we built up. 

Mr. Murer. Hasn't the entire consumption increased so as to 
absorb all that we produced in addition to the foreign imports? 

Mr. Wotcorr. No. 

Mr. Mutter. How about the comparative price? 

Mr. Wotcorr. The price of domestic blue cheese is probably a third 
of the imported blue cheese. 

Mr. Mutter. The domestic is about a third of the cost of imported? 
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Mr. Wotcorr. In 1949 the prices of imported cheese exceeded prices 
of domestic cheese by 8% to 22 cents a pound. In 1950, the imported 
cheese sold for prices 7}; to 845 cents per pound above domestic cheeses. 
Mr. Botiine. Would you yield? Is the implication of that that 
since obviously the domestic variety is competitive pricewise, it is not 
competitive qualitywise? 

Mr. Woucorr. Oh, yes; it is a much better cheese. 

Mr. Botitrne. What is? 

Mr. Woucorr. The fact that the price is higher on the imported 
cheeses is because of the psychology of having imported products on 
your table when you invite some guests in. 

1. wonder if you don’t see somewhat of a little difference in thinking 
on your part and on the part of the Department of Agriculture. It is 
the problem of this committee to reconcile these differences. 

Mr. Tuorp. I think you are bringing out a point that it is important 
to have clear. But first let me say with respect to the Danish blue 
cheese—although the Department of Agriculture is the authority, | 
only happen to be someone who is very fond of cheese, and therefore 
have asked a good many questions about it even before I had to, to 
clear these details—I think you would find that the market originally 
was entirely an imported market. There were Scandinavians who 
came to this country who wanted the kind of cheese that they had 
had at home, and for many years the only Danish blue cheese that 
was available in the United States was imported cheese. 

Then we began to develop a domestic market, and during the war 
there were no imports, and during that period our domestic production 
expanded considerably. 

I think it is important that vou have brought out this case, because 
having been interested in section 104 for some months, almost. all 
of the concern that I have heard expressed about it—and after all, 
this section relates to all kinds of cheese, and many other products— 
has been on this one variety of cheese. 

Now the reason why the positions of the two Departments are not 
inconsistant is that both we and Agriculture are urging that cases 
of this kind be handled through procedures which we have agreed 
internationally to follow. What I am objecting to is that Congress 
has forced us to take an action in a way which does not conform to the 
agreed process of law, you might say. The section 104 restrictions 
were imposed without observing the procedures we agreed to follow 
in handling cases where imports are threatening injury. 

We have escape clauses in our agreements with other countries 
which permit us to take action where there is threatened injury, and 
what is happeining in this case is that the Department of Agriculture 
is following the perfectly normal procedure, established procedure, 
one which we have agreed is permissible with other governments, 
through asking for a hearing by the Federal Trade Commission, and 
then for action to be taken. 

The blue-mold escape clause investigation demonstrates, I would 
say, that there is already a way which these people can and should 
take for their protection, rather than asking for special legislation on 
the part of the Congress. 

Mr. Kitpurn. Will vou yield? 

Mr. Woxcorr. I will vield. 

Mr. Kitsurn. Does the Federal Trade Commission give them help? 
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Mr. Trorr. I meant the Tariff Commission. I am sorry. They 
have hearings on this subject, and study the—-— 

Mr. Kiteurn. But do they give them help? 

Mr. Tuorp. I can’t ever predict what action they will take. Some- 
times they do and sometimes they don’t. 

Mr. Kinspurn. The reason I ask is that for the first time in my 
life | went down there to appear before them on the matter of imported 
bicycles, and the local people in the bicycle business have been put 
out of business by these imported bicycles, and they say they will 
consider it. That was months ago, and they haven’t given them any 
help and these people have gone out of business and into some other 
business. Do you see what I mean? 

Mr. Tuorp. I see what you mean. 

Mr. Kinpurn. And their bicvele industry is gone. 

Mr. Tuore. What is happening is that the Tariff Commission has 
had its hearing and is studying that situation and will take action. 

Mr. Kinnurn. When? 

Mr. Tuorp. How quickly they can take action is related—this is 
not the responsibility of this committee, but I must say it is related 
to the size of the staff which they have, and I have a good deal of 
sympathy with them because | keep urging them to take action on 
various things, on which sometimes it takes longer than would seem 
necessary. 

Mr. Kitsurn. The only point I make is if that is the channel that 
industry should use, as you claim, if that channel doesn’t give them 
help before they are put out of business, then that channel doesn’t 
help them very much, does it, really? 

Mr. Tuorp. No, if there are cases of people being put out of busi- 
ness. And it is very important to speed up the channel, but this is, 
I think the channel which corresponds with proper treatment of these 
problems. 

Mr. Kinspurn. Thank you, Mr. Wolcott. 

Mr. Wotcorr. It seems to me the sure way of continuing produc- 
tion of the American blue-mold cheese industry is to continue section 
104. There is no other sure way of protecting it. The Secretary of 
Agriculture’s preamble to the brief which they filed says that since 
August 9, 1951, the Department of Agriculture has controlled imports 
of blue cheese under the provisions of section 104 of the Defense 
Production Act of 1950, as amended, and according to this legislation 
the Secretary of Agriculture has determined that imports of blue-mold 
cheese will not be allowed in excess of the annual average of 1949-50. 

With respect to blue-mold cheese, the Department of Agriculture 
said they have been exercising the restriction and they haven’t had 
any conflicts with the standards set up under section 104. 

Mr. THorrp. What has happened under section 104 is there has 
been this restriction on blue-mold cheese and also on all other types of 
imported cheeses. 

Mr. Woxtcorr. To the prejudice of the dollar position of some 
Seandinavian countries. 

Mr. ‘i norp. Not just Scandimavian countries; Italy, France, and 
others. 

Mr. Woxrcorr. As far as the State Department is concerned, are 
you more interested in the domestic economy than you are in the 
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economy or the dollar position of foreign countries? I have noticed 
that vou have tried to reconcile the two. 

In reconciling the two, haven’t we got to take into consideration 
the production potential of the countries which we do business with” 
Now, what is the production potential today, as compared with the 
actual production prewar, of Western Europe? I am told that it is 
about 150 percent of normal. That is about right, isn’t it? 

Mr. Tuorp. Well, of course, it is about 150 percent of prewar. 

Mr. Wotxcorr. Yes. 

Mr. Tuorp. Yes. There, of course, is a population question—— 

Mr. Woxicorr. Why should we open the American market wide for 
the importation of these goods, for which they contend they must 
find new markets? 

Now, you have, under this very fallacious policy—and this isn’t 
political, at all—or under some policy which is apparently fallacious, 
you have destroyed the watch industry in the United States, you 
have destroyed the leather industry, you have destroyed the textile 
industry in the New England States. Somehow or other, the New 
England States, with the exception of Hartford, Conn., have become 
a distressed area. 

The New England. States are, collectivety, with the exception of 
Hartford, today, a distressed area. We are told that certain of the 
manufacturing establishments up there have had to turn from do- 
mestic producers to importers in order to stay alive. 

I look at this section 104 as sort of symbolic of the policy on the 
part of this Government which has made that situation possible. 
And I think we have got to review it very carefully before we do 
anything to disturb the protection we must give to the domestic 
economy. Otherwise, we will find American industry going abroad. 

This checks pretty well with your point 4 program. The two are 

pretty much alike. And this committee, last year, or the year before 
last, in meeting some of the requests which were made for parts of 
the point 4 program, foresaw that American capital could go to these 
other countries, and establish factories, and manufacture in that 
area, in that market. American capital can migrate. American 
labor cannot migrate. 
» And I am more concerned with the protection of American labor 
than I am with the protection of American capital. One outstanding 
evidence of that was found just before the war, when—this is a 
favorite example of mine, I hope the committee will pardon me for 
repeating it—-when in each drug store and grocery store you found 
chicken-wire trays full of electric light bulbs. They sold for 10 or 
15 cents, at a time when General Electric domestically manufactured 
bulbs of a comparable wattage were selling for 35 and 40 cents. 

We said, ‘‘What is happening to this great American industry? 
Surely, they must have some protection. What shall we do? Shall 
we increase the duty on electric-light bulbs?” These electric-light 
bulbs had been imported from Japan. So we gave some study to it 
and you can imagine our humiliation, perhaps, and disappointment, 
when we found that the plant outside of Tokyo making these cheap 
electric-light bulbs was owned by General Electric, and they were 
being imported here in competition with domesticaliy produced Gen- 
eral Electric light bulbs. 
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Our attention immediately turned from the stockholders of General 
Electric, to the men and women employed in the plants of General 
Electric. Those are the ones we are concerned about, and that is why 
we have assumed that section 104 might become a symbol of a new 
order of things for the working American men and women here in 
America. 

Despite the demagogery going on in this country with reference to 
American labor, we think there are some of us who are more genuinely 
concerned with American labor than those who give the lip service. 

The CHarrMan. What effect has the exportation of agricultural 
products had, in these countries? For instance, what has been the 
effect on the exportation of burley tobacco? 

Mr. Tuorp. It is very difficult to identify exactly what the effect 
has been, but I was at the meeting to which I referred in my testi- 
mony, Where these various countries protested, and in the course of 
that meeting, they mentioned—although many of them didn’t say 
what their cut-backs would be—the products that were mentioned 
were tobacco, citrus fruits, and dried fruits, as being things which 
immediately they felt they couldn’t buy. 

This, of course, is basically the problem that Mr. Wolcott has 
raised, because there is even a larger part of American labor that is 
dependent upon exporting, and our basic problem is finding the bal- 
ance so that, while we think that we are protecting a particular group, 
we don’t do damage to another group. 

The CuarrmMan. It has never been my conviction that high protec- 
tive tariff was put into effect to protect labor. 1 can remember when 
the steel industry was protected to the extent that they could under- 
sell foreign competition in foreign markets, and they opened wide doors 
to get laborers from Europe to come here and exploit them. 

So I don’t think the enacting of high protective tariffs was for the 
protection of labor. I think from that came those swollen fortunes 
which made the American nabob the richest man in the world. Some 
of them had so much money they didn’t know what to do with it so 
they gave away libraries and other things. 

All of that was a result of the protective tariff which divided the 
wealth in a way in which few got nearly all of it and the rest very 
little. / 

This is just bringing up some ancient history. 

| recognize Mr. Brown. 

Mr. Brown. Mr. Chairman, I know so little about cheese that | 
want to give my time to an expert on cheese, Mr. Hull. I want to 
hear him ask some questions. 

Mr. Hutu. Wisconsin produces about half of the cheese in the 
United States, Mr. Chairman. 

The CHarrmMan. I have no criticism to make of people who are 
desperately in favor of their own industries, and their own people, so 
we will be happy to hear you on blue cheese or any other kind of cheese 
that is prepared in your part of the country. 

Mr. Hutz. I would like to go on record in this matter of cheese 
imports into this country. 

| would like to find out how much money the cheese associations 
are contributing to campaign funds, for example. 1 would like to 
go into that matter somewhat. 
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Mr. Muuvrer. I for one would like to hear that developed, because 
I think, Mr. Hull, vou will find that when you get into the facts, you 
will find that Denmark has not been sending anything to the iron- 
curtain countries that can be used in the war effort. 

Mr. Hunz. Well, then, why are they protesting this restriction 
with reference to dairy products? I would like to find out how much 
they are shipping behind the iron curtain. 

Mr. Brown. Mr. Thorp, you put a lot of stress on the fact. that 
the sale of cheese in this country by foreign countries would help the 
American people as these foreign countries could then buy more of 
our commodities. 

Mr. THorr. The cheese itself, the amount is hard to estimate, 
but | think it might be worth something like $20 million. 

Mr. Brown. That wouldn’t help foreign countries very much, 
would it, $20 million? 

Mr. Trore. Well, take a country the size of Denmark—even a mil- 
lion dollars is important to them. But the important thing is that 
these countries are out of balance in their trade with the United 
States. We have been giving them assistance, and we are telling 
them they must earn their own way. 

Now, when they try to earn their own way, they are afraid that just 
as soon as they begin to find some product that they can sell in the 
American market, then along will come some action like section 104, 
which will drop the gate down, and say, “Sorry, we don’t like you to 
sell this to the American market.” 

Therefore, what happens is that these countries, because of a few 
indications of our sensitivity with respect to protection here, will not 
go through the very costly process of selling in the American market. 

You see, it does mean packaging arrangements, arranging outlets, 
perhaps some kinds of advertising, to be able to think of competing 
with American producers. And therefore. the difficulty with this is, 
in part, the $20 million, or whatever the figure may be—it is some- 
where in that neighborhood—it is in part that, but it is rather more 
the discouragement that it gives to their whole effort. 

Over the last 10 years, Mr. Congressman, in each vear, we have 
increased our own production of cheese more than twice the foreign 
imports. In other words, just our own increase,- has been twice. 
There have been 2 pounds additional cheese, expanded production in 
the United States, for every 1 pound that is in the total of the imports. 

Mr. Brown. Understand me, I don’t want to destroy one section of 
our country by helping other countries just a little bit. 

Mr. THore. But when you have imports that run in the tiny per- 
centages that this does, 4.8 of the total amount of cheese that is pro- 
duced domestically, it is very hard at least for me, to see that this 
destroys any great American industry when it has been growing at 
10 percent a year. 

We have become, over the last 10 years, for one reason or another, 
greatly increased eaters of cheese in the United States. 

Mr. Botune. Mr. Chairman, would Mr. Brown yield? 

Mr. Brown. I yield. 

Mr. Bouiiina. The amount which you give as 4.8 percent of the 
total 100 percent that is consumed, is that which is imported. Can 
you give us figures to indicate what percentage of the production of 
the various countries involved is exported? In other words, what 
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[ am trying to get at is, what is the relative importance of the ex- 
port in terms of their economy, as opposed to the relative importance 
of the import in terms of our economy? ‘That relationship. 

Mr. Tuore. I can’t give you that offhand, but I will be glad to 
supply it. I think it might be useful. 

Mr. Botutne. I would like that furnished for the record, Mr. 
Chairman. 

The Chairman. That may be done. 

(The information referred to is as follows:) 


Importance of cheese in total exports of se lected countries to the United States 


[Value in $1,000] 
Country - as 


Denmark 1, 302 


Franc 1, 107 128, 791 ) 


Italy 9. 024 104 
Netherlands 1, 259 S3, 676 


Switzerland 5, O11 110 810 
Source: Official statistics U.S. Department of Commerce. 


> ° ? . 1 = 
Production and export of cheese in specified countries, 1950 


{In millions of pounds} 
Country Production 


Austr ila ] i { 1s 
Canada 101 te 

Denmark 134 NJ 

France 4 

Italy 2 575 } 

Netherlands i 287 

New Zealand J 240) y q 
Norway V7 2 t 
Sweden 112 


Switzerland. 124 


' Estimated. 
Cow, sheep, and goat. 
Cow, goat. 


Source: Foreign Agriculture Circular, FD4-51, FD6-51, U. S. Department of Agriculture 


Mr. Fucarr. Mr. Thorp, could vou give us approximately the 
amount m dollars that this 4.8 percent represents? 

Mr. Tuorp. It is less than $25 million. It was about $22 million 
in the vear 1951. 

Mr. Fuearer. That is broken down, then, among all the countries 
that export to America? 

Mr. THorp. That is right. That includes many types of cheese, 
and, of course, all the countries. 

Mr. Fucars. Which one of the foreign countries has the greatest 
percentage of that? 

Mr. THorp. I haven’t the figures here, but my recollection is that 
it is Italv. I will be glad to put the exact figures in the record. Of 
course, Italy produces a variety of goat’s milk cheese, of which we 
produce virtually none in the United States. 
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(The information referred to above is as follows:) 


Importance of selected countries as source of United States imports of cheese in 1950 


| 
| Percent of 
Country | Imports | total 

| | imports 
Total, all cheese : ae ; cite ee $23, 974, 000 | 100.0 
Italy : hs : 9, 024, 000 | 37.6 
Switzerland ae ee : oe Message | 5,011, 000 | 20.9 
Denmark - - ; : ens B eos 1,302,000 | 5.4 
Netherlands 7 Bide ei. eee 1, 259, 000 5.2 
France - - -- ‘ pe bcceik ous Pain tae ; ; pal 1, 107, 000 4.6 


Source: Official statisties of U. S. Department of Commerce. 


Mr. Fucare. Have there been any reprisals that you know, by 
foreign countries, against American agricultural products because of 
this section 104? 

Mr. Tuorp. Not reprisals in the sense which they are entitled to 
take, namely putting up tariff rates, or some restriction of that sort. 
The reprisals up to now have taken the form of the fact that they did 
not have the dollars and therefore in one case | know a shipload of 
oranges, an order for it, was canceled, because there was some neces- 
sity of cutting back on their foreign budgets, vou might say. 

Mr. Fucarer. Well, that wouldn’t affect Italy, would it, because 
Italy produces its own citrus fruit? 

Mr. Tuorp. That is right. 

Mr. Fuearr. It wouldn’t affect Turkey because they produce 
their own citrus. 

Mr. Tuorr. Yes, but most of these countries are delaving any 
action because at the meeting in Geneva I, who was present, informed 
them that we were going to ask the Congress to repeal this. I said, 
of course, this was a congressional act and all I could say was that 
we were going to ask the Congress to do it, and they decided they 
would wait until there was some judgment made on this request by 
the administration, before they decided what to do with it in the 
way of reprisals. 

Mr. Kinsurn. Did you tell them we would repeal it? 

Mr. THorr. No. I have been in the State Department now nearly 
7 years, so I no longer forecast any action by the Congress. 

The CHarremMan. What is the comparable price between the im- 
ported articles and the articles produced domestically? For in- 
stance, on cheese? What is the difference in price between compa- 
rable cheese, imported, and the domestically produced cheese? 

Mr. THorr. This varies a great deal by the variety, but I would 
say that in most cases there is a difference of at least 10 cents a pound, 
and in some of the cases where the foreign product is rather a speciality, 
it may run up to be as much as a dollar a pound difference, because 
some of these rare cheeses are very expensive when imported. There 
is, of course, a tariff on all these cheeses. I] should have mentioned 
that fact, that they do have to get over a tariff wall any way in order 
to get into the American market. 

Mr. Hutt. How much is that tariff wall? 

Mr. THorr. It ranges from 15 to 25 percent. It varies according 
to the cheese. 
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Mr. Coir. Mr. Chairman, when it comes to my time, if it is not a 
violation of the rules of the committee, J ask unanimous consent that 
\{r. Andresen, who does know a great deal about cheese, be permitted 
to use my time. 

The CHarkMAN. Your time to interrogate? 

Mr. Coun. Yes. 

The CHarRMAN. We will hear Mr. Andresen on this matter later, 
hut I don’t think that would be permissible any more than it would 
be permissible to go to another committee and do the same thing. 
But Ido think Mr. Andresen ought to have an opportunity to present 
his own side of the case and we will be glad to have him do that. 

Mr. Mutter. Couldn't we have a representative of the Agriculture 
Department also? 

The CHarrMAN, I have a high regard for Mr. Andresen and I know 
he is a great friend of agric ulture and has these matters well in hand, 
but I just don’t believe we can permit all other Members of Con- 
cress Who have a particular interest in the subject a witness is speak- 
ing on come in and ask questions. 

Mr. ANprESEN. Thank vou very much, Mr. Chairman. If you 
will let me appear before the committee I will be glad to explain all 
these items that are unanswerable to you now. 

The CHAtrRMAN. All right, you may have that opportunity. 

Mr. Tauuie. Mr. Chairman. 

The CuatrmMan. Dr. Talle. 

Mr. Tatus. Mr. Thorp, are you familiar with the dairy industry 
directly? I don’t mean have you read about it, but have you ever 
had anything to do with it, in a practical way? 

Mr. Tuorp. Not in a way that I really should get any credit for. 
I did, during the war, operate a farm on which I had some goats, 
and I used to milk the goats. But other than that, I can hardly 
qualify as a member of the dairy industry. 

| rely entirely on the Department of Agriculture experts when it 
comes to problems that require expert knowledge. I can testify on 
the foreign-relations aspects. I don’t pretend to be an expert on the 
domestic side of the problem. On that, the Department of Agricul- 
ture is the appropriate agency. 

Mr. Tatue. Well, dairy farming in the Middle West is a well- 
balanced method of farming. Would you be in favor.of legislation 
that would throw an industry of that sort out of balance? 

Mr. Tuorp. If | take your assumption that an industry is in 
balance, obviously | would not endorse throwing an industry out of 
balance. 

I am not sure that I know exactly what these words mean, of an 
industry being in balance. Does this mean that every farm has the 
sume proportions of these things, or does it mean that it is planned in 
some way that they are in balance? Do they do equally well each 
year, or what? I just don’t quite know what [ am committing myself 
to, Mr. Congressman. 

Mr. Tauxie. It is not a Government brain trust industry, but it is 
very well planned, with each farmer planning his own operations, and 
lam quite familiar with the industry in a practical way. 

Mr. THorp. And what are the things which you said are in balance? 

Mr. Tauir. Dairyving—that is the dairy herds—-corn, other feed 
grains, hogs, and poultry, on each farm. 

97026—52—pt. 1——18 
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Mr. Tuorr. So that really they are dependent on our maintaining 
the foreign markets, because they export more of those same products 
than are imported. So your point is that we must maintain balance 
I take it, by keeping our foreign markets. 

Mr. Tatie. Would you have any faith in a statement from the 
Department of Agriculture, and the Department of Agriculture of the 
State of lowa? 

Mr. Tuorp. Yes; I would give it a good deal of respect. 

Mr. Tauue. All right. 

I will quote from a letter addressed to me by the executive secretary 
of the lowa Creameries Association. 

Two points are made, in this letter: One, that the Towa dairy 
industry is going down, and has been going down for a number of 
years, and I quote from the Reporter Service of the Department of 
Agriculture of the United States and also the State of Iowa, this 
sentence: 

Milk production on Jowa farms during March is estimated at 434 million pounds 
this vear. 

I quote further: 

This is the lowest March production in the 23 vears of record, being 11 percent 
less than the 488 million pounds produced in March 1951, and 20 percent less than 
the 1941-50 10-year average for March of 540 million pounds. 

In other words, there is less and less being produced. 

The second point is that a study of 114 creameries showed a reduced 
purchase of butterfat. And I will cut this short by quoting what the 
executive secretary says 

Mr. Tuorr. Is that, may I ask, the Government person now, you 
are quoting, or the person writing to you? 

Mr. 'Tauur. This is from the letter of the executive secretary of the 
lowa Creameries Association, who furnished me the Reporter Service 
data from the Department of Agriculture: 

Many factors have contributed to this decline in our Iowa dairy production. 

So they are not claiming just one reason. ‘Then he says: 

Much must be credited to congressional legislation of recent years. 


Which would, of course, include the oleo situation; and it would 
include the imposition of price control. What do they say we should 
do about it, this Association of Creameries of the State of Iowa? 

Two things: they said, ‘First, remove controls on dairy products,”’ 
and | may say that I went out to visit some dairy farms near Stock- 
holm, Sweden, in 1949, and they had the same struggle there—price 
control imposition was working in a damaging way. 

Point two: 

Retain the import duty on butter, cheese, fats, oils— 
that is, section 104, which vou advocate that we strike. 

It is the best judgment of the creamery people in the State of Towa, 
then, that that section be retained. I think I can understand why 
they want it retained, because I grew up on a dairy farm and I have 
some knowledge of how diversified farming is carried on. And 1 
know for a certainty that vou can’t knock out the dairy industry, nor 
can you damage it in even a moderate degree without throwing 
diversified agriculture out of balance. 
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Mr. Tuorr. Mr. Congressman, do you think that this man would 
have taken this same position if he had happened to know all the facts? 
If he had known that the total dairy-products imports into the United 
States are about $25 million, and the total dairy-products exports are 
$125 million, and that if we move in and begin to block foreign trade, 
he will keep out the $25 million, but what about his market in other 
countries, of $125 million? 

This is something that does require action both ways. 

Now, granted, these are not necessarily the same people. The 
fellow who makes blue-mold cheese may not make casein, but if you 
are right, that we are talking about a balanced picture, then you would 
have to look at the total dairy-products operation. 

It isan export industry. It is not an import industry. 

And when you move this out to agriculture in total, 1 out of every 
2 bushels of wheat last vear went abroad, and 1 out of every 3 
bales of cotton and 1 out of every 4 pounds of tobacco. Now, 
when we begin to move in shutting down our markets, it is a most 
difficult thing to keep the other markets open. 

Mr. Tatite. How much, of those quantities, was given away? 

Mr. THorr. Only part of it. Last vear, our total foreign exports, 
that is, agricultural exports, were $4 billion, and our economic assist- 
ance, as distinguished from our military assistance, was something 
like $1.6 billion, somewhere in that neighborhood. 

Now, if you want to stop having to give them away, Mr. Congress- 
man, if you want to stop having to give them away, you have got to 
let them earn dollars. So you come back once more to the trouble 
you are in, if you start blocking off the imports. 

Mr. Tauuy. Oh, well, I am not against foreign trade, certainly. 

Mr. THorr. You are like so many people. You are for foreign 
trade as long as it is in some other district. 

Mr. Tatue. No, sir; and I may tell you, Mr. Thorp, that this man 
the executive secretary who wrote to me——has spent a lifetime in this 
field. If you want his name, I can give it to you, but it has been a 
life work with him, and he is not young any longer, and believe me, 
he knows his statistics, and he knows the industry. 

I invite vou to go out to my district to convert the dairy farmers, to 
convince them that section 104 should be repealed, and then I will 
vote for what you want, but you will have to convince them first. 

Mr. Coie. May I ask a question there? 

On the point that you asked Dr. Talle, 1 think it is an important 
one, and one which we should consider. Certainly we should meet it. 
When you say to us “‘Are you interested in protecting an industry?” 
and then say to us “Well, if you protect this industry, you are not 
interested in export.”’ 

I am not convinced, sir, that your testimony here shows, that by 
reason that there has been an export of dairy products, of $125 million, 
has any relevancy whatsoever to the import of a small amount of 
blue cheese. None whatsoever. 

Mr. THore. No; 1 don’t pretend that it does. 

Mr. Coxe. All right. 

Now, you look at it as an over-all picture, of course. You want to 
balance our exports and our imports. That is a broad generalization 
which is good. But you—but the State Department does not, of 





268 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


course, I assume, advocate that we completely remove all trad 
agreements; do you? 

Mr. Txuorp. No; as a matter of fact, I have testified on the Trad 
Agreements Act a number of times, and we recognize the necessity 
for avoiding serious injury to industries. 

Mr. Cote. And I understand that these countries which you hav; 
named here, as wanting to import cheese, have trade restrictions set 
up as against imports from the United States, have they not, with 
respect to various commodities? 

Mr. THorp. Oh, ves. 

Mr. Cour. Yes. 

Mr. Tuorp. Yes; they have tariffs and various things;that is right. 

Mr. Coie. And they protect their interests, selfishly, shall I say, 
as we are looking after our interests selfishly. That is true; is it not? 

Mr. THorp. Yes, sir. 

Mr. Core. That must be expected in a world of selfishness and 
competition—and I am using the word “selfishness’’ in the sense of 
the selfishness which we have, and which they have; recognizing that 
I think we should look rather hardheadedly upon what impact a certain 
import may have upon other exports which we may want to make. 

Now, you as the State Department, of course, are interested in a 
matter of policy, and friendship, and the relationships that we have 
with these other countries, but it may be that you do overlook some- 
what the great need to protect certain individual industries, and so, 
I don’t believe that Congress, or Members of the Congress, can be 
charged with just looking after a selfish, specialized interest. It is 
important that they do so, of course, because they have that point of 
view, and I think they certainly have that right, but they are looking 
at more than that, I am sure. 

Another thing: does the State Department suggest that we remove 
the import restriction entirely on butter, fats, and oils which are now 
prohibited under section 104? 

Mr. THorp. What the State Department feels is that there are 
wavs of dealing with those cases under the established procedures of 
the Agricultural Adjustment Act, and under the escape clause pro- 
cedures, Which are the appropriate ones, rather than through this 
legislation. 

I would like to make it clear—and I think perhaps I was quite 
unfair in my comment to Congressman Talle—— 

Mr. Conse. Well [am sure you didn’t mean to be, and those things 
oceur. 

Mr. Torr. I was perhaps a little warmed up at that moment, and 
I regret it, because I know that he was speaking very sincerely about 
his position and I have a great deal of sympathy with it. We have to 
try continually to arrive at a judgment in the negotiation of trade 
agreements, and we know one can’t automatically say, “The tariff 
should be lowered on all commodities.”” Instead, very careful studies 
have to be made of the particular products under consideration. 

Therefore I would quite agree that our procedures, both in the 
negotiation of trade agreements, and then in the subsequent acts, 
such as escape clauses, are aimed particularly at considering these 
special and individual situations. That is quite correct. 

Mr. Coir. This case also has a very interesting poimt which I 
hadn’t thought about before. We talk about removing tariff restric- 
tions and import restrictions for the benefit of our consumers. 
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But in this particular case the restriction is to be removed in order 
that our consumers will pay a higher price for cheese, which is rather 
interesting to me. 

Mr. THorp. Yes. 

Mr. Cote. That is all I have. 

Mr. Mutrer. Mr. Chairman. 

Mr. Tauue. I won’t take any more time, Mr. Chairman. 

Mr. Coir. Thank you, Dr. Talle. 

The CuarrMan. Mr. Multer. 

Mr. Mutter. I always get a great kick out of some of the things 
that we hear from the free enterprisers, or for free enterprise in limitéd 
doses for limited numbers of people and limited sections of the country. 

| wouldn’t have been quite as charitable in appraising the “balance” 
of the dairy industry referred to. It is in “imbalance” and not in 

“balance.” 

Mr. Kiipurn. Will the gentleman yield? 

Mr. Muurer. Not at this time. You see I have no dairy industry 
in my district, and I don’t have any farms, and I don’t have any 
cheese importers, and I am not looking for any public housing in my 
district, so I can be impartial about this. I happen to be in a unique 
position in that regard. There is no manufacturing in my district 
either. 

The CuHatrMan. I don’t know what the business of vour district is, 
but if you don’t look out for it, you are not being realistic. 

Mr. Mutrer. That is right. Members properly take a slightly 
selfish stand at times, but the point I want to make is this: We are 
told the dairying industry is going down, that it is worse now than 
before there were controls, that they are producing less than they 
did then, and they can’t get the price they would like to get which 
is less than the price permitted by the control laws. They blame the 
control laws and say, ‘“T'ake off the control laws’ and at the same 
time they say, ‘Keep on, however, that part of the control laws that 
is going to keep out of the country the cheese you want to bring in,”’ 
when at the same time our domestic market will consume all they 
can produce, at the price they want to get, which is a fair price, and 
consume all we can bring in at a price “that the importer can bring 
it in and sell it for, and nevertheless, they complain that we need 
this particular controls provision. 

But bear in mind, it is free enterprise that wants the controls. 

You don’t have to make any comment, because you may hurt 
somebody’s feelings, but I assure you that if this law should expire, 
or this section 104 should be repealed, you won't be treated so nicely 
in another committee of this Congress when they try to put through 

bill which will give them the same control they are looking for 
under this section. I think the importer, the wholesaler, and dis- 
tributor, is an American citizen in this country who is also entitled 
to free enterprise and a right to make a livelihood, and if he is bringing 
in a product which is not unfairly affecting anybody else produci ing 
it, he should be protected and not diser iminated against, and I think 
that is one of the things that you were seeking to accomplish by the 
repeal of section 104, and by attempting to prevent the passage of, 
or incorporation of, in this act, H. R. 6843, which deals with the 
same principles, but with different items. 








270 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Do vou know, Mr. Thorp, who it is that is suggesting H. R. 6843” 
What industry? 

Mr. Tuorr. I only know by hearsay. I have heard the spring 
clothespin industry mentioned and the band-instrument industry 
But | must say I am not in a position to give that as anything more 
than hearsay testimony. 

Mr. Murer. Do you believe it is fair to say that all of our domesti: 
producers, whether it be in the dairy industry, manufacturers of 
cheese, or manufacturers of band instruments or jewelry or what have 
vou, under either section 104 or H. R. 6843, can get all the protection 
they are entitled to through our tariff laws and our import duties, 
without any further provision saving, ‘‘You can’t bring these things 
in’? Don’t they get all the protection they are entitled to in a 
free-enterprise system? 

Mr. Torr. I believe that the laws are adequate as they stand now 
yes. 

Mr. Mvuurer. That is all, Mr. Chairman. 

The CHairnman. Are there any further questions? 

Mr. MceDonoven. Mr. Chairman. 

The Cratrman. Mr. McDonough. 

Mr. McDonovau. I notice in your statement—though | was not 
here when you read it—that you believe that this will supply dollars 
to these countries that need dollars to rehabilitate themselves under 
our foreign policy. 

Is that the burden of your remarks? 

Mr. THorr. That is one of the important points; ves. 

Mr. McDonovuau. Well, the restrictions on imports under section 
104 have to do with cheese and fats and oils—dairy products; is that 
correct? 

Mr. Tore. Dairy products, also peanuts, flaxseed 

Mr. McDonovan. What countries do we import those things from? 

Mr. Toorr. Well, actually I have real question as to whether any 
substantial amount of these other things that I have mentioned, like 
peanuts, for instance, would be coming in at the present time, as far 
as my information about the market is concerned. 

Mr. McDonoveu. That is not so important as the other. 

Mr. Tuorp. The item in th> operation of section 104 which has 
really created our great concern about it has been the factor of cheese 
and that comes in largely from the European countries. 

Mr. McDonovuan. Well, principally from which countries? 

Mr. Tuorp. Italy, France, the Netherlands, Denmark. 

Mr. McDonoveu. And haven’t those countries rehabilitated them- 
selves to a production higher than previous to World War II? 

Mr. THorp. Yes, sir. 

Mr. McDonovenu. Then how much further rehabilitation does the 
State Department think they should receive? 

Mr. Tuorpr. The problem isn’t now that of rehabilitation; the 
problem is a problem of their being able to pay for raw materials 
which they must get outside the country. If their production level 
was twice the level that it is now, their problem would be worse 
rather than better, because then they would need twice as much in 
the way of raw materials to come in from outside, and their problem 
is not to produce for themselves but to find ways of earning foreign 
exchange for use outside. 
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And this is the problem I am addressing myself to here. 

Mr. McDonoveu. Do you know what percentage of their economy 
is produced by the sale of this cheese? 

Mr. Tuoorr. Well, that depends on the country, and even the area 
within the country. 

Italy, for instance, the main cheese-producing area is the southern 
part of Italy, which is the poorest part of Italy. So that is is much 
more important, you might say, politically in Italy than it might 
appear in percentage of Italian national income. 

So far as Denmark is concerned, of course, it is a very important 
product. Denmark is a dairy-products country more than anything 
else. 

Mr. Nicuouson. Is that all the cheese imported, the 5 million 
pounds that Mr. Wolcott mentioned? 

Mr. THorr. No; he was talking only about the cheese which is the 
Danish blue cheese. 

Mr. Nicnouson. Five million pounds? 

Mr. THorr. If you take the total imports, it is about 50 million 
pounds of all varieties of cheese. 

Mr. Nicuouson. And that represents five countries? 

Mir. Tuorr. No; this is from all countries. Fifty million pounds of 
cheese. 

Mr. Nicuouson. That isn’t very much cheese, is it? 

Mr. Tuorr. Well, it is 4.8 percent of our production. 

Mr. Huui. How many of these countries subsidize the production 
of dairy products? 

Mr. THorr. I am afraid I cannot answer that. I am not aware of 
the fact that any of them do. If they did, we would have an anti- 
dumping action against them under our own tariff laws if they sold it 
at less than cost here. 

Mr. Huuu. As a matter of fact, New Zealand has been producing 
all dairy products on the part of the Government and fixing the price 

Mr. THorr. Do I understand that the Government is paying more 
for the cheese and selling it at below the price paid in those countries? 

Mr. Hutu. New Zealand paid 34 cents a pound for butterfat for 
years and shipped its product to London, and the Government fixed 
a price to be paid out of the general treasury of New Zealand to the 
farmers for whatever was necessary to keep that price of 34 cents a 
pound. 

Mr. TrHorr. I do not know the detail of the situation at all. None 
of it is coming in here. We have a complete embargo on butter, and 
I do not believe much cheese comes here from New Zealand or Aus- 
tralia. 

But we would have an answer if any product came into this country 
Which came in at less than cost, because of our dumping provisions in 
the tariff, which is intended to protect against export price cutting. 
We also have an antisubsidy provision in our tariff, that, if there is a 
subsidy given to a foreign product which comes into this country, the 
Treasury Department is authorized to increase the tariff correspond- 
inglv. There are regular parts of our tariff law, so that, if the kind of 
situation which you imply is present we already have full means of 
dealing with it in the tariff law; and this has been in the tariff law for 
decades; this is not anvthing recent. It goes back even further than 











272 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 - 3 


the Smoot-Hawley Tariff Act as protection against subsidies ani 
dumping. 

Mr. Hutu. We are not sufficiently protected by the Smoot-Hawle 
Tariff law. 

Mr. THorer. Well, I would not want to argue that. 

| wasn’t talking about the levels of the tariff, but the subsidy, and the 
anti-dumping provisions in the tariff, which permit an adjustment of 
the tariff rate, according to the degree of subsidy. 

The CuHarrman. If there are no further questions, you may be 
excused, Mr. Thorp. 

The Committee will adjourn to meet Monday morning at 10:00 
&. mM. 

(Whereupon, at 4:12 o’clock p. m., the Committee was adjourned, 
to meet at 10:00 o'clock a. m., Monday, May 5, 1952.) 
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MONDAY, MAY 5, 1952 


Houst or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable Brent Spence, 
chairman of the committee, presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Deane, Fugate, Wolcott, Talle, Kilburn, Cole, Nicholson and Betts. 

The CHarrMan. The committee will be in order, please. 

We will resume the hearings on H. R. 6546. 

We have with us this morning Mr. Fleischmann, Administrator, 
Defense Production Administration, and also Mr. Fowler, Adminis- 
trator, National Production Authority. 

You may proceed, gentlemen. 


STATEMENT OF MANLY FLEISCHMANN, ADMINISTRATOR, 
DEFENSE PRODUCTION ADMINISTRATION 


Mr. FLerscHMANN. Mr. Chairman and members of the committee, 
you have for consideration once again the extension of the Defense 
Production Act under which the President has been granted broad 
emergency powers to accomplish a rapid and effective build-up of our 
national defense. I am here to advocate that extension as strongly as 
I can because I know of no other way to assure completion of that 
build-up which is so vital to the safety of this country. 

I shall confine my remarks to titles I, I], and III of the act and parts 
of title VII for the administration of which I have been largely re- 
sponsible. Those titles give effective authority for the control of 
materials and facilities and the expansion of productive capacity 
through cooperative action, financial assistance and, most impor- 
tantly, through orders and regulations have the force of law. 

One might also conclude from some recent press and radio comment 
that the use of priorities and allocations controls was about at an end 
and that the supply of materials for the entire economy was already 
adequate or would become so in the next few weeks or months. I 
certainly wish that were true. Unfortunately, it is not. As was 
noted editorially by this month’s Fortune magazine, it is only by a 
continuation of flexible but effective controls that an adequate flow of 
materials to essential defense programs can be maintained during the 
next 18 months or longer. 

As you know, present military goals call for an Air Force of 143 
wings, an Army of 21 full-strength divisions, a Navy with 408 active 
combat ships and 16 large carrier air groups, and a Marine Corps 
of three divisions. 
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The production of guns and planes and tanks to meet these goals 
must continue at an increasing rate until the spring of 1953, at which 
time the so-called plateau of production will have been attained. Ii 
will then be necessary to maintain production at those high levels 
throughout 1953 and 1954. 

Last year, $20 billion were expended on our military rearmament. 
During the current fiscal year, we will spend about $43 billion and 
during 1953, as much as $60 bulion, depending, of course, ov legislative 
action now pending. Even if there is no substantial loss of production 
through strikes here or in Chile, this high level of production means 
that military and Atomic Energy Commission programs will call for 
a fifth of all of our steel, a third of all our copper, and two-fifths of ail 
our aluminum during this coming year. And these fractions do not 
reflect the additional indirect military demands which will be required 
for plant maintenance and expansion, power development, machine 
tools, transportation equipment, strategic stockpiling, and other 
defense-supporting activities. In ceriain other metals and minerals, 
the requirements of the military program are far greater. For exam- 
ple, of the total current consumption of magnesium the military and 
AEC programs are taking 55 percent, of nickel 70 percent, of cobalt 
73 percent, and of columbite 95 percent. 

So long as military demand requires the diversion from civilian use 
of such substantial percentages of total supply, the Government must 
take responsibility for materials and facilities control. There are 
three reasons for this: (1) There must be assurance that military 
needs are met; (2) there must be assurance that defense supporting 
and essential civilian needs are met; and (3) there must be a fair 
division of the remaining suppiy among less essential needs. There 
is no way for the Government to avoid responsibility for this. This 
authority to control materials will be necessary until supply is brought 
fairly into balance with total military and civilian requirements. 
World War IT and post-Korea experience conclusively demonstrate 
in the absence of controls, materials would inevitably be diverted 
from military and other essential uses to high-profit civilian uses. 

The continuance of control mechanisms such as the controlled- 
materials plan does not mean that American industry is being deprived 
of any material which would otherwise be available. The supply- 
and-demand situations in the materials fields are under constant 
review and where there has been significant increase in supply or 
decreased military demand, additional materials have been allocated 
to less essential users. For example, in the second quarter, it was 
possible to distribute to the civilian economy nearly 1.5 percent more 
of the supply of copper and approximately 3 percent more of the 
supply of aluminum. Mr. Fowler will tell you in more detail of 
the various changes that have been effected and the reasons therefor. 

It is clear that the recent softening of forward mill schedules for 
some controlled materials is due, in large measure, to the increasingly 
effective operation of the controlled-materials plan and the limitations 
placed on the use of materials. Whereas holders of controlled- 
materials plan tickets at first tended to cash the tickets as early as 
possible for fear that materials might not be available, they now 
order more cautiously and as needed, since they are assured of obtain- 
ing the materials at any time during the quarter for which they have 
an allotment. 
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3 The basic purpose of controlled-materials plan is to bring down 
’ the legally effective demand to the approximate level of supply 


‘hrough the system of allotments.- As soon as the plan begins to work, 

therefore, pressure on the mills is bound to ease. But this easing is 
not by any means a measure of the total demand that would exist if 
-ontrols were removed, nor does it demonstrate that supply has come 
nto real balance with demand so that controls can be removed 
forthwith. 

The current softening in demand is by no means uniform. Some 
materials are becoming even more scarce. For example, National 
Production Authority has just had to impose limitations on the pur- 
chases of eryolite which is essential to the manufacture of aluminum. 
High-speed and high-temperature steels and their alloying elements 
such as nickel, tungsten, and cobalt are woefully short and must remain 
inder close control for many months to come. The military program 
continues to present demands for some materials that exceed, by 
themselves, the total of available supply. In such a situation there 
is no room for the play of competitive factors—national defense must 
ome first. As the situation changes, controls must change and it is 
as important to tighten controls where supply is lessened as to remove 
controls where demand eases. The success of the mobilization effort 
is dependent on our being aware of and capable of conforming to 
changing conditions in every direction. 

By the use of the tools provided by the Defense Production Act, 
produc live capacity and the output of machine tools, aluminum, elec- 
tric power, petroleum, copper, magnesium, zinc, and many ‘other 
materials have been substantially increased. I urther new capacity 
in these and other basic industries wil be coming into production con- 
tinuously throughout the coming year. 

Now that the expansion and production programs are well under 
way, we shall be focusing our primary attention more and more on the 
main job of seeing to it that our military forces in being and those of 
our allies are strengthened as the current dangerous world situation 


demands. 
However, we must also complete the industrial base for mobiliza- 
tion so that we can move quickly to the scale of military production 
that is necessary if we are forced into all-out war. If war comes 


military production cannot wait while machine tools are designed 
and ordered and industry geared up. A supply of machine tools 
must be on hand, and the industry must be kept at a level of moder- 
ately high production to be ready for substantial new demands. 
Orders are being placed as quickly as the services and the military 
contractors identify the tools that will be needed. 

Another aspect of this problem is the supply of raw materials for 
stockpile. Unfortunately, as of this time we have on the whole 
completed only 33 pereent of the objectives which have been estab- 
lished. Because of immediate demands, the rate of deliveries on 
many stockpile items has been slowed or halted, and, in some cases, 
withdrawals from the stockpile have had to be made. As supplies 
are increased, more and more of these increases must be chenneled to 
the stockpile. There are compelling reasons, in many cases, for our 
completing some stockpile objectives in the shortest possible time— 
which means adding to the stockpile at rates faster than we did prior 
to Korea—even though an accelerated rate of stockpile deliveries 
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delays a return to unrestricted levels of civilian production. | This 
program cannot be accomplished except by using the legal powers 
provided by the Defense Production Act. 

The defense expansion program undertaken by private industry 
is now well under way and extends over virtually the whole of the 
industrial economy. Only a part of the program has been accom 
plished to date. At the end of 1953 there will have been another 9- 
percent increase in the country’s crude oil productibility and a 7- 
percent increase in refining capacity. Capacity for the production 
of chemicals will be up 12 percent. There will be a further increase 
of 9 million ingot tons in the capacity of the steel industry by the 
end of 1953. The aluminum industry is scheduled to add 415,000 
short tons of primary capacity in 1952 to the 50,000 tons already added 
since the Korean invasion. In 1953, approximately 200,000 additiona! 
tons are planned. In the field of transportation, 90,000 new freight 
cars and 2,000 Diesel locomotives will be produced during 1952 alone. 
EKlectric-generating capacity by the end of 1954 will be 57 percent 
larger than it was at the end of 1950. In the same period we expect to 
increase domestic copper production 20 percent. 

Assuming normal production, it is probable that the program 
now in effect for increasing scarce materials will be able to satisfy 
all needs for some materials by 1953 and 1954, and for most materials 
by 1955. However, there are some fields in which adequate expansion 
programs have not vet been effected. Some 80 projects for the 
exploration, development, and procurement of strategic materials 
from foreign sources, are under active consideration by the Defense 
Materials Procurement Agency. These projects are expected to yield 
important quantities of copper, manganese, nickel, cobalt, columbite, 
tantalite, chrome, and tungsten. 

The completion of necessary expansion of productive capacity and 
raw materials supply, particularly strategic metals and minerals for 
stockpile and other purposes, is dependent upon the continued au- 
thoritv of the Defense Production Act, which can assure that the 
necessary contracts, financial assistance and construction materials 
will be available when and as needed. It has taken enormous quan- 
tities of scarce materials to bring about the progress thus far attained. 
The flexible priority and allocations provisions of the act as well as 
the financial assistance authority have provided the necessary im- 
petus to these essential programs. 

The key question continues to be: Will our security needs be met? 
The size and scope of our production effort, our military require- 
ments and the needs for strategic stockpiling require a broad and 
long-range effort. The further expansion of raw materials supply 
and productive capacity, and a steady and timely flow of military 
equipment in the necessary volume, are dependent on the basic 
authority of the Defense Production Act. 

Mr. Coir. Mr. Chairman, are we going to have Mr. Fowler’s 
statement immediately? 

The CHartrMan. Yes, I think we might have Mr. Fowler’s state- 
ment, and thus have the statements of both gentlemen before us 
before they are interrogated. 

Mr. FLerscHMANN. Very well. 

Mr. Fowzer. Thank you, Mr. Chairman. 

The CHarrMAN. You may proceed, Mr. Fowler. 
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STATEMENT OF HENRY H. FOWLER, ADMINISTRATOR, NATIONAL 
PRODUCTION AUTHORITY 


Mr. Fowuer. Mr. Chairman and gentlemen of the committee, I 
appreciate this opportunity to describe the facts and circumstances 
which justify the extension by Congress of the priorities and allocations 
provisions of the Defense Production Act, as a I refer to 
title I of that law and the sections in title VII; “General Provisions,’ 
which establish certain legislative policies for the exercise of these 
powers. 

My personal convictions, in accord with what I believe to be the 
predominant view of this committee, are that general production and 
material controls should not be assumed or exercised by Government 
inder our free competitive system except in time of war or during 
a period of a rapid build-up of our national defense to meet a serious 
threat to our security when shortages may impede defense production 
and cause a substantial interference with the essential civilian economy. 
Congress decided in 1950 that conditions necessitated such a rapid 
build-up. Pursuant to the Defense Production Act of 1950, tax 
umortization provisions of the revenue act and large appropriation 
for the Defense Department and the Atomic Energy Commission, 
a 3-year program for the years 1951, 1952, and 1953 was devised to 
provide: 

(a) Greatly increased supplies of arms, ammunition and imple- 
ments of war, including atomic weapons; 

(6) Stand-by plant capacity plus the necessary specialized tools, 
tooling and industrial equipment that could be utilized in event of 
total war to expand very rapidly our rate of production of key weapons 
such as planes and tanks; 

(c) A substantially expanded industrial base in the form of in- 
creased capacity to produce metals, chemicals, and petroleum and 
provide electric power and transportation services. 

You are all familiar with the scope and magnitude of that program 
as it has been described and developed in the five quarterly reports 
of the Office of Defense Mobilization and the reports of the Joint 
Congressional Committee on Defense Production. You are also 
familiar with the efforts reported there to work toward these three 
objectives without unduly damaging the civilian economy. 

The basic and controlling fact bearing on your decision on the 
extension of these powers is that the Nation is only half way through 
that three vear program of a rapid, orderly and systematic build-up 
of our armed strength and the industrial mobilization base. We need 
these powers to grant priorities and make allocations of materials 
end facilities to complete in the speediest and most orderly manner the 
last half of the 3-year program. 

The fact that material and equipment shortages have been largely 
driven off the front pages and out of the legislative hearing room by 
the development of a reasonably eflective and equitable system of 
selective allocation and priority devices should not give rise to the 
assumption that shortages no longer exist. 

Mr. Fleischmann has developed in his statement some of the facts 
concerning the current military take, the quantitative take of these 
critical materials, and I will not duplicate his comments. 
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The fact that the National Production Authority has been quick to 
relax controls in many quarters and to decontrol completely some 
materials beginning as early as last fall should not be interpreted t: 
mean that shortages of all types of materials and equipment are ended 
and we can abandon all such controls. 

The fact that the Defense Production Administration and the Na- 
tional Production Authority have followed from the beginning a selee- 
tive system that imposed production and material controls only when 
shortages or special military urgencies required them, leaving many 
materials and industries completely uncontrolled, during this mobiliza- 
tion build-up, should demonstrate that there has been no practice of 
‘controlling for controls sake.” 

Simultaneously with the adoption of new controls as needed on a 
selective basis, we have consistently followed the practice of selective 
revocation or relaxation of existing controls in the light of changing 
conditions. I submit to the committee a list of 25 specific examples 
of actions removing controls or relaxing controls where we could do 
so without hurting the defense effort. It will be noted that in 14 
instances there was outright revocation of control orders. 

I should also mention the converse of this situation. While the 
National Production Authority is able to remove or relax controls on 
some materials and products, it must at the same time establish new 
controls on certain other materials and products for which the demands 
of the mobilization program are increasing to the point that they 
cannot be met on schedule if their distribution is not properly ehan- 
neled. Thus we have had to tighten some of the controls and institute 
new ones in the field of machine tools during the last 6 months. For 
example, the NPA is allocating all new machine tool producing 
capacity to military and defense related needs, including in operation 
a svstem of distribution that follows a pattern established by the 
Department of Defense and the Joint Chiefs of Staff in a Numerical! 
Preference List which I shall discuss later. In addition, in the past 
few months we have had to impose specific controls for the first time 
on several materials which, by reason of the increasing demands of 
the mobilization effort, have recently become critically scarce. Some 
examples of such materials are selenium, which is used in the manu- 
facture of rectifiers needed in communications equipment of the Armed 
Forces and has important industrial uses; ervolite, which is essential 
in the production of aluminum, and as we increase the quantity of 
our production of aluminum to relieve the aluminum shortage, we 
have to correspondingly carefully distribute the use of cryolite in 
order to support that expanding production. 

Crushing bort and diamond powder, used in diamond bonded 
grinding wheels which are highly important in the production of 
armor piercing shells, jet aircraft engines, tank equipment and other 
defense items. 

Those are the military programs where the build-up of course is 
the sharpest, and these crushing bort and diamond powder materials 
naturally increase in requirement. 

In order to maintain a vigilance to free the economy of any un- 
necessary production and material controls and supplement our estab- 
lished process of selective decontrol and relaxation over the past 
several months, we have recently undertaken a complete order by 
order review, with particular attention to the so-called M orders that 
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constitute the principal regulations outside the CMP which is confined 
to copper, aluminum and steel. I have asked each NPA Industry 
Division to reappraise the orders which it administers with a view to 
determining whether the justification that existed for the order at 
the time it was issued still is valid in the light of present conditions, 
Our NPA Policy Coordination Bureau, in cooperation with the in- 
dustrv divisions and appropriate staff offices, is responsible for a 
coordinated review of these orders. You may be interested in some 
~ ow that we consider with reference to each order. They are: 

) How and to what degree are defense production and stock- 
ling activities promoted by the order? 

) How and to what degree does the order provide for nec essary 
Fils» es expansion such as the completion of the steel plant program, 
so — program, and so forth? 

To what extent does the maintenance of the order in the light 
of ~ supply-demand situation provide for an orderly and equitable 
distribution to civilian production and avoid a se ramble? Particul: urly 
in that question we have to review the impact on small business, 
which is disadvantaged in acquiring materials if the order is removed 
and the distribution left open. 

(4) Would a priorities system alone be sufficient to meet the objec- 
tives of the defense program without the order? 

(5) What risks would be involved in revocation or relaxation of 
the order? 

As I have previously indicated, the fact that we have been able to 
relax or remove some of the materials controls and are prepared to 
extend the area of decontrol as rapidly as conditions permit, should 
not blind us to the basic fact that we are still a long way from com- 
pletion of the mobilization program which is necessary for our nt ational 
security. Let me summarize briefly where we are in terms of the 
3-year program which I mentioned earlier. 

Deliveries in the first quarter of 1952 of military ‘“‘hard goods”’ 
planes, tanks and other weapons—treached $5.1 billion, six times the 
rate of the first quarter after the invasion of Korea. We are two- 
thirds of the way from the rate of mid-1950 to the peak rates that are 
scheduled for the military production program as a whole. Many 
individual items must, of course, rise much faster—-production of 
combat aircraft should increase during the year to 2.5 times last 
December's rate. 

As Mr. Charles Wilson pointed out in his fifth quarterly report 
to the President, on April 1, what was first conceived as a 3-vear 
program of military production has now hs extended to 4 years. 
The first of these 4 years, 1951, was the year of getting ready. This 
vear, 1952, is the year for acceleration. of the ‘nilitary production 
program; deliveries are scheduled to climb to about $10 billion a 
quarter by the end of this vear. 

I am speaking now in terms of deliveries, rather than expenditures, 
which of course include an additional amount going into production. 

This is the so-called plateau pattern of production. In other 
words, the plans call for maintaining production of military goods 
through 1953 and 1954 at the high level scheduled to be achieved 
near the end of 1952. It is important to note that of the approxi- 
mately $94 billion available to date for military procurement, about 
three-fourths has been obligated in procurement contracts with 
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industry and in orders to Government arsenals and shipyards. The 
$38 billion estimated for military procurement and construction in 
the 1953 budget brings to $132 billion the total now appropriate 
or requested for these purposes. Against this, an estimated $26 
billion has been delivered. That is $26 billion worth of goods and 
materials and weapons has been delivered. 

Thus there remains in excess of $100 billion to be converted into 
delivered items of military production. When we think of these 
billions of dollars in terms of materials, components, subcomponents, 
and assemblies moving through the production system, it is readily 
apparent that the conditions requiring the use of some allocation and 
priorities devices will continue to exist for the balance of this year 
and next year if these military production schedules are to be met and 
adequately supported. 

2. New and modern facilities and tools are coming into production 
to enable us to achieve these schedules. But the mobilization base— 
that is, the facilities necessary to enable us to expand military pro- 
duction quickly to high levels—must be completed and systematically 
maintained, 

The program for an underlying expansion of basic resources, 
such as steel-making capacity, new aluminum facilities, new electric 
generating capacity, is moving along rapidly as plant after plant 
comes into operation. But the significant point is that we have only 
reached approximately the halfway point in this expansion program. 
[t is estimated that out of a total contemplated cost of approximately 
$12 billion for new facilities, aided by the issuance of certificates of 
necessity, approximately $6 billion was in place as of March 31 of this 
vear. As of December 31, 1951, railroad operating equipment was 
the program closest to completion with 77 percent in place. Plant 
expansion for the production of industrial organic chemicals followed 
with a reported 57 percent in place. Next in order were the electric 
light and power program with 50 percent; the Great Lakes transpor- 
tation program, with 49 percent; and the machinery programs, electric 
and nonelectric, with 48 percent and 47 percent respectively. Plants 
for the production of aircraft, aircraft parts, engines and accessories 
were approximately 42 percent in place. The steel works and rolling 
mills expansion program was about 41 percent in place, and the 
aluminum expansion program about 26 percent. 

By the end of 1953, the program under way will increase our steel 
capacity by 18 million tons, nearly equivalent to the total installed 
capacity of Great Britain and about 70 percent of the total estimated 
production of steel in Russia; our aluminum capacity will be doubled; 
our electric power capacity will be increased by 60 percent. In 
petroleum, in chemicals, in electronic gear and in the production of 
minerals, comparable gains will be made. I shall not describe the 
key construction program to deter aggression—the atomic energy 
plants. You know of the importance of staying ahead in that awful 
construction and production contest. 

The controlled materials plan has made it possible to effect an 
immediate and stringent diversion of the flow of the basic materials— 
steel, copper, and aluminum from normal civilian uses into defense 
production—and to provide at the same time for an orderly allotment 
of the residue not necessary for defense to maintain a civilian econ- 
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omy with a minimum of hardships and operating with a maximum 
effectiveness. 

In the early days of CMP we were faced with problems analagous 
to the problems of breaking in a new plant—the problems of shake- 
down, the ironing out of kinks in material flow and product mix. 
We have passed through that phase of CMP, taking advantace of the 
experience in the last war _ h taught us that the first indispensable 
step is the establishment of a system of Government priorities and 
alloc ations which would ne the materials required in increasing 
quantities to the most essential mobilization needs. 

Indeed, we have improved upon the pattern of World War IT, 
building into the present controlled-materials plan as new system of 
devices for assuring preferences to military and atomic energy opera- 
tions, particularly in the common components area—and assuring a 
sharply reduced but lifesaving flow of the materials to all types of civil- 
ian industry. 

The present operation of the plan guarantees substantially the 
deliveries of the needed materials in the needed quantities at the right 
time for military production. At the same time it operates on the 
sound national premise that an arms effort rests fundamentally on a 
healthy civilian economy, and while giving full preference and first call 
to military needs, serves to guarantee the integrity of the civilian econ- 
omy within the limitations of supply. It is flexible and capable of 
ready change and ada tation either to increasing availability of ma- 
terials for civilian use by reason of increasing supplies, or, in any emer- 
gency, of equal flexibility to increase sharply the flow into military 
products. I would like to interpolate there just several illustrations 
of how that works out in practical context today —that is the availabil- 
ity of this plan with its flexible arrangements to meet changes in the 
situation, 

As these strikes occur, for example, we appraise the impact in terms 
of loss of production, and are able to modify the allocations in the fol- 
lowing quarter to make up for the production that has been lost, allow- 
ing the mills to carry over, in limited quantities, the orders that may 
have been placed. 

In connection with the flood prea, such has developed. Special 
needs for critical materials and facilities can be devised, ascertained, 
as reports come in from the areas and the field offices, and then the 
necessary directions issued to assure the flow of special emergency 
supplies to those areas. 

Then, of course, one element of flexibility now, that we all have our 
eves on, is the operation in Korea—whether or not there will be a 
resumption of that conflict in any highly intensified form, whether or 
not there will be a truce. 

In either event, we would have to operate the controlled materials 
plan, and take advantage of its flexibility to modify certain of the 
levels of allocation. 

Now as supplies increase, the flexibility of the plan is of course very 
useful. For example, in the second uqarter, when it was ascertained— 
and some of the members of the committee are undoubtedly pont ae 
with this—that there were some 30 million pounds of aluminum avail- 
able, as a return by the military, of amounts which had been allocated 
to them, we were able, through the plan, to take care of supplemental 
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allotments that had been filed, or supplemental applications that hac 
been filed by a number of concerns for additional materials in the 
second quarter, to give preference to those small concerns which could 
make a showing that they were under very severe hardship due to th: 
limited quantities of the original allocation, to take care of some of the 
special spot employment problems, and so forth, and as the supplies 
of these materials seemed to be more readily available for certain 
consumer uses in the third quarter, we were able to increase the per- 
centage of base period allotments from the second quarter, where the 
the level was 50 percent of the base period, for use of steel, 30 percent 
for copper and 30 for aluminum, to 55 percent steel, 45 percent alumi- 
num and 35 percent copper. 

So the plan is a flexible one, well adapted to the changes in the 
present situation of the sort I have described. 

In addition to serving these present needs, its very existence and 
efficient operation today would mean the saving of a vear in the event 
total mobilization should become necessary. 

5. Much progress has been made in building up the national stock- 
pile of strategic and critical materials. The experience of the last 
war has taught us that national security requires advance provisions 
to meet raw materials needs. During the last vear we have made 
significant progress in the accumulation of these materials. As of 
the end of the year, 5.7 billion dollars’ worth of materials were in the 
stockpile or on order out of a total objective of 9.3 billion dollars. 
However, we are still far from sufficient in many areas which must be 
built up at some sacrifice to the civilian supply. 

In the 19 months since the defense mobilization program has been 
underway, these have been some of the accomplishments. But as 
one who has for the last 8 months been engaged in that program I feel 
it a duty to warn that we are still a long way vet from completing the 
task that the Nation undertook in 1950. Simply because progress 
has been made on some phases of an integrated and long-term program 
is no reason for us to delude ourselves that the job from here on out 
is coasting downhill. We should all realize that recent achievements 
in mastering certain phases of the materials problem should not be a 
signal for turning our back on all of the other phases of our number one 
national problem, achieving national security. 

Ahead of us lies a minimum of 2 or 3 years of what must be a very 
strenuous effort. First, we must turn a gradually increasing stream 
of military production into a mighty flow of guns, aircraft and tanks. 
We must scale the last and most difficult third on the upturning curve 
of military production. Second, we must complete our mobilization 
base—that is, the facilities necessary to enable us to expand military 
production quickly to the high levels necessary in the event of total 
war. 

I think it will be helpful to the committee if I review for you some 
of the more significant measures which we have taken in recent months 
to clear the road for the flow of components and equipment to military 
programs and to smash any bottlenecks that obstruct the path. Thev 
will ilustrate why the continuation of the power to effect priorities 
and allocations is necessary. 

We have modified the priorities system in major respects to inten- 
sify our support of the military and atomic energy programs. <A 
major change, as recently as March 31, 1952, was the establishment 
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of a preference in performance or delivery dates for DO-rated orders 
bearing the program identifications A, B, C, E, or Z-2. These are 
the identification symbols of the major defense programs, which are 
the military and the atomic energy programs and the machine tool 
program. If a supplier cannot fill on schedule all of his DO-rated 
orders, he must give preference over any other rated orders to orders 
bearing the identification svmbols that IT have mentioned. 

In addition to this modification of the priorities system, we have 
also instituted a positive and constructive program to assure an 
adequate flow of components which are essential to military produc- 
tion, because in this phase that we are now in, the flow-in of these 
components to support these production lines, become a most impor- 
tant matter of emphasis. 

The major elements of this program are as follows: 

Beginning with the first quarter of 1952, allotment levels—and 
consequently production levels—for common components were raised 
substantially. In addition, the CMP-4B application form was re- 
vised, beginning with the form for the second quarter of 1952, to 
permit B product producers to show separately their production re- 
quirements for A, B, C, and E programs. At the same time, the 
rules governing the processing of such applications by the NPA in- 
dustry divisions were changed to insure that such requests for the 
militarv are met on the basis of 100 percent of screened requirements. 

2, CMP regulations 1 and 3 have been amended to provide for the 
extension of ratings identified by military program symbols through 
the subcontractor tiers of B component producers. Corollary action 
was also taken to make available to manufacturers of military B 
components preferential status in the purchase of controlled materials 
and certain other advantages similar to those available to producers 
of military supplies. 

A list of special B components for military aircraft has been 
established with the concurrence of the Munitions Board, Aircraft 
Production Resources Agency, DPA, and NPA. The responsibility 
for scheduling the production of these special aircraft B products and 
for making allotments to the manufacturers of such items is being 

reassigned from the NPA industry divisions to APRA. This should 
pepe closer integration of the scheduling of these special B compo- 
nents with the schedules of the A product subcontractors in the mili- 
tary aircraft program. 

Special authorization has been given to the Department of De- 
fense to make allotments to producers of class A products for the pro- 
duction of class B components produced in their own plants. This 
action accords such B components the same status as A products 
we ‘ed directly by military agencies. 

And, most important, NPA has built up the practice and pro- 
odtienl of special expediting so as to deal promptly and effectively 
with specific bottlenecks to the attainment of military production and 
atomic-energy construction schedules. 

In addition to the measures listed above, a special expediting pro- 
cedure for a selected list of urgent military production items has been 
developed in cooperation with the Defense Department. This special 
procedure is designed to accomplish two principal objectives: (1) To 
eliminate a number of military offices through which requests for 
special assistance normally flow, thus reducing the time consumed 11 
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transmitting the request to NPA; and (2) to emphasize the manu- 
facturer’s responsibility in initiating action to meet his production 
bottleneck problems and facilitate his obtaining quick assistance 
directly from NPA when needed. 

Finally, in the field of machine tools a special rating, Z—-2, has been 
assigned to builders of the types of tools;which are in critical demand 
for the defense effort. This rating gives to machine-tool builders the 
same preferences as are available to direct suppliers to the armed 
services and the Atomic Evergy Commission. This has the effect of 
assuring a supply of controlled materials for the builders of machine 
tools at the mill level. A similar procedure has been worked out for 
those machine-tool builders who obtain their steel requirements 
form warehouses. 

In April 1952 a numerical preference list was finally obtained from 
the Defense Department and established by NPA as the guide to be 
followed by machine-tool builders in the distribution of tools to 
contractors for military end items. This list shows the priority 
ranking which each military contractor enjoys for his tool and produc- 
tion equipment requirements, and the tools are distributed in accord- 
ance with the particular preference to which the contractor is entitled 
within the quotas established for each subdivision of the armed 
services. 

The immediate job ahead is to complete key areas in our mobiliza- 
tion base and double the rate of output of military hard goods and 
military construction in the calendar year 1952 and then to maintain 
that high level of production of military goods through 1953 and 1954. 
To accomplish this job, measures of the kind which I have just 
described covering components and production equipment, as well as 
some measure of continuing material controls over key metals and 
chemicals still in short supply, will be necessary. These highly 
selective features of the priorities and allocation system authorized 
by the Defense Production Act will continue to be needed for some 
time in the future if the military program is to be achieved and the 
essential civilian economy protected. 

The CuairMAN. Thank you, gentlemen. 

What have you done to induce plant expansion? What benefits 
have been given private industry for that purpose? 

Mr. FLieiscHMann. Mr. Chairman, generally speaking, this mobili- 
zation effort has differed from the methods employed in World War II, 
since in World War II a very large amount of the expansion was a 
matter of Government expansion. The Government itself, through 
the Defense Plants Corporation, as you all well know, itself built the 
plants, and then, at the end of the war, many of them were sold to 
private industry. 

This time the vast majority of the expansion program has been 
handled by private industry. The principal incentive provided by 
Congress was not in the Defense Production Act at all. It was the 
amortization and fast write-off provided under amendments to the 
revenue code. 

However, the Defense Production Act, in addition, provided loans 
and also made funds available for purchase contracts of the output 
of a plant, particularly aluminum, as some assurance of a continuity 
of demand which would induce private industry to come into the 
picture. 
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Most of the demands of this mobilization effort can be and are being 
successfully met by those measures as inducement to private industry, 
and we who have administered it all feel that that is the preferable 
method. 

We are engaged today, Mr. Chairman, in an across-the-board survey 
of what might be called the chinks in the armer—those areas where 
private enterprise has not taken up the burden of providing, across 
the board, enough capacity in particular metals, for example, to insure 
our safety in the event that all-out war should come. 

If it is found that there are some of those that create a real security 
hazard for the country, the facts will be laid before Congress and 
specific authorization asked for those particular facilities build-up 
which private industry is not attracted to. 

But up-to the present time the major part of the mobilization base 
has been provided, and [ think will be provided, by private industry. 

The CHarrMaNn. What effect has the increased production had upon 
the cost to the Government? 

Mr. FieiscHMann. Well I think none up to the present time, 
although this is not my field particularly. 

I say none because | do not know of any price decreases which have 
followed the greater availability, for example, of steel—in fact, I am 
informed there is discussion the other way in the field of steel at the 
present time—but at least the prices have not gone down, nor have 
they in aluminum or in electric power, which are a few of the examples. 

Mr. Fowler points out the obvious fact, however, that the tax 
revenues of the United States certairly will be increased directly as a 
result of this expansion of facilities, offset in the early years by a post- 
ponement of certain of the tax liabilities growing out of the amortiza- 
tion; but, over-all my own judgment is that the tax revenues will be 
increased. 

The CuatrmMan. Well, if there has been no decrease in the cost and 
there has been increase in production, the natural result would be 
that there has been an increase in profits, would it not? 

Mr. FuerscHMann. Well, I thought your question, Mr. Chairman, 
was directed to the increase in cost to the Government. In other 
words, whether there had been any decrease in the prices of military 
goods to the Government. 

The CHatrmMan. That is right. 

Mr. FietrscHMann. As to that, there have not been, so far as I am 
aware. 

The CHairMan. But my question now is, If there has been an in- 
crease in production and if there has been no decrease in prices, then 
the profits to the producers must have increased. Would that not 
naturally follow? 

Mr. FietscHMann. I think you would get a considerable argument 
from the industry people because their own costs, the costs of labor, 
the costs of materials generally, have gone up at the same time that 
their production has increased. 

So that their unit profit, [ am sure it will be contended, is lower; 
and, in fact, their profits even before taxes were somewhat less dur- 
ing 1951 than in 1950; and, of course, their profits after taxes are 
very substantially lower. 

The Cuatrman. Mr. Wolcott, do you have any questions? 
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Mr. Wotcorr. What percentage of our total production is now 
being taken for the defense effort? 

Mr. FierscHMann. I would say a nearest approximation across 
the board might be 20 percent, Mr. Wolcott; but it, of course, varies 
very substantially, material to material and product to product. 

That would be my estimate for the over-all impact of the direct 
military program. 

Mr. Wotcorr. What materials are, in your opinion, now in short 
supply? 

Mr. FLetscHMANN. Well, let me first say, basically, it is the metals 
area, as distinguished from the soft-goods area. That is the first 
observation I would make. 

There are some very critical items of chemicals, which, for security 
reasons I would prefer not to state in public, but basically, it is the 
materials area. 

Now I will go through a few of the kev materials to indicate the 
general situation. 

In the steel field, unless we have a strike of long duration, the general 
situation will be good by the first part of next year. When I say 
general situation, I refer to carbon steel, and nearly all of the com- 
ponents. 

However, there are very acute 

Mr. Wo.xcorr. Pardon me, that is notwithstanding an expected 
increase in the use of steel in the defense effort? 

Mr. FLerscHMANN. Yes, sir. There are three or four areas, Mr. 
Wolcott, in the steel picture, which are still very tight, and will remain 
very tight. 

The whole alloy picture, as I will attempt to describe, is the most 
acute one. 

Secondly, those types of steel, particularly bar steel, which enter 
into the ammunition program, are very, very tight. 

There is still, and will be, a continuing shortage of what is known 
as heavy plate, as distinguished from ordinary plate——it is the plate 
used, for example, in ship construction, and used in atomic energy 
construction—that is tight and will remain very tight, and, finally, 
there is a continuing shortage in heavy seamless tubing which is used 
in a variety of military and defense-supporting activities. 

Generally speaking, sheet steel, for example, is in good supply. 

Mr. Wotcorr. Steel tubing? 

Mr. FLetscHMANN. Heavy steel tubing is in very short supply. 

Mr. Woxtcorr. Copper tubing? 

Mr. FLerscHMann. That is in very short supply also. 

Now in the structural steels, the lighter structurals, the ordinary 
structurals, are in pretty good supply at the present time as compared 
to the demand. 

There is still a need for the heaviest type of structural steel that has 
not been fully met. 

Now turning to copper for a moment, we are plagued, in copper, 
by supply difficulties. 

We have had a recurrence of, up to the present time fortunately 
minor, strikes, domestic strikes, and we now have a major strike in 
Chile. 

There are indications that we will have renewed difficulty in obtain- 
ing our supplies from Chile, due to recent actions taken by the Gov- 
ernment there. 
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On the demand side, the big demand factor is the ammunition pro- 
cram of the military department. At the present time, the defense 
program generally is taking somewhere in the neighborhood of 40 
percent of our copper, particularly in the brass field, and when you 
take that amount of copper out of the feld where it is normally used, 
of course you have a very diffeult situation for all other users of copper. 

That is contemplated by the fact that while there is a scheduled 
increase in copper production over-all of about 20 percent, we do not 
cet any of that until 1954. None of it, in any substantial amount, 
comes in in 1953 or earlier. 

Turning to aluminum, we have presently a very tight situation 
because the military is taking such a large proportion of the aluminum. 
However, as you know, we have a tremendous aluminum expansion 
program under way. That will increase our pre-Korea supply by 
nearly 100 percent, and certainly by the end of 1953—and I think 
probably by the middle of 1953—we will be able to meet all reasonable 
demands for aluminum. 

We will then be faced, however, with the problem of whether a 
substantial amount of that should not be put into the national stock- 
pile. I betray no secret when I say that our aluminum stockpile is 
very, very short at the present time. 

But, of course, the new capacity is, in itself, in a sense, a stockpile. 

Turning now to the difficult items. The worst items that we have, 
sir, are the alloying elements. Those are nickel, cobalt, tungsten, 
columbium—to cite those that are worse. 

As to those we are almost entirely dependent on overseas supplies— 
except that nickel we get from Canada, but the others we have to 
import the major part of our supplies, and the world is short of those 
items, 

That is a particularly critical matter because we have had a vast 
change in the science and art of military weapons. 

The new jet-propelled weapons—aircraft, missiles, and other 
things—all require high-test steel of a kind that was not required 
to the same extent in World War IT. 

These cannot be made without the cobalt and nickel and columbium 
which I have mentioned and there is no immediate prospect of the 
United States being able to meet its very serious deficits in those items. 

Mr. Woucorr. Is there a deficit in chrome steel? 

Mr. FierscHMANN. In chrome steel? 

Mr. Woxcorr. Yes. 

Mr. FietscHMann. Not as serious; no, sir. The chrome steel 
situation—I can give vou the best evidence, which is the fact that we 
virtually decontrolled chrome steel, as distinguished from nickel steel, 
about 2 months ago. The chrome situation in other words does not 
compare in seriousness with the nickel bearing steel situation, which 
is really a tremendously difficult one. 

The CHatrMan. May I ask a question? What percentage of our 
copper needs is domestically produced? 

Mr. FierscHMann. In the neighborhood of 60 percent, in an ordi- 
nary time. Between a third and 40 percent is imported. 

The CuatrmMan. Where are the copper producing properties? 

Mr. FierscHMann. In this country? 

The CHairMAN. Yes. 
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Mr. FLerscHMANN. Well they are in Arizona, in Montana, some in 
Michigan, I believe, Mr. Wolcott, are coming in. But generally in 
that area. 

I guess Montana is the biggest copper-producing State at the 
present time. 

Mr. Wotcorr. Ido not say this to embarrass you, but just to point 
out whatever weaknesses we might find in the administration of the 
law with the idea that we might correct them; you guessed wrong on 
chrome steel at one time, did you not? 

Mr. FierscuMann. Well I have guessed wrong on a great many 
of these materials from time to time, Mr. Wolcott. I do not remem- 
ber that particular error, but it is certainly very possible that | 
made it. 

Mr. Woxtcorr. Let me call vour attention to the fact that at one 
time you cut back the use of chrome steel to the automotive industry 
so much that the automotive manufacturers were practically doing 
without chrome and all of a sudden the order was released and they 
have been putting more chrome on their cars than they ever did before. 

Mr. FLerscHMann. Let me say with respect to that, our supply 
of chrome did increase. 

| have tried to make it a practice, where we find that some of our 
estimates are wrong—and they are very frequently—not to persist 
in our error but to admit it and correct it. I think that is the right 
way to do it. 

Mr. Woxcorr. I was going to bring out to your credit that you 
corrected that situation. 

Mr. FLeErscHMANN. We try to do it as quickly as we can. You 
can understand. <A lot of people say, ‘Look how wrong you guessed 
on the supply of copper and aluminum, and vou eased up this spring.”’ 

Actually, I think the guesses in those cases were miraculously close 
to correct. Actually, we eased up on copper only to the extent of 
14; percent of the supply, and on aluminum 3 percent. No forecaster 
that I know can get any closer than that. It just is not possible. 
The steel companies themselves cannot predict their market within 
areas of error any smaller than that. It is an impossible job. You 
have to correct them as vou find your errors are either on the high 
side or the low side, and there will alwavs be errors. 

Mr. Woxcorr. Is it vour opinion that we have any shortage of 
sheet and rod steel? 

Mr. FLetscuMann. There is currently no very bad shortage of 
sheet steel, at the present time. With rods it is not as easy, but the 
shortage, | would say, if we do not have a steel strike, will disappear. 

Mr. Wo.tcorr. How long could we postpone, or suspend, rather, 
the production of steel before we would notice a shortage of sheet and 
rod steel? In other words, how long could the strike go on without 
seriously impairing our defense effort? 

Mr. FLerscHMANN. Well, there are two questions, and I will take 
them separately. 

First, as to the defense effort. That I have had occasion to review 
quite carefully in the past few weeks, and I think I can speak with a 
little more authority on that subject. 

In my judgment, a strike of any duration bevond, let us say, a week, 
will have immediate, very damaging effects on the defense program— 
particularly the ammunition program. 
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To give you some example of how closely related requireme nts and 
supply are in the steel field, we find it necessary to issue hundreds of 
individual directives to steel mills, making them pull a particular 
military order out and give it a preferred status. That means that 
a particular military contract—and it is often an ammunition con- 
tract—is waiting for that particular steel. There is no inventory to 
take up that nee ed. 

That is because we have a shortage of this especially treated alloy 
containing steel that is needed for military and atomic energy purposes. 

Now in my judgment—and it is that of Mr. Lovett, with whom I 
have reviewed this matter in detail—any substantial stoppage of 
steel production will have immediate disastrous, or certainly very 
harmful, effects on key military programs. 

The next to be affected, after those, would be jet engines, because 
they, too, use alloy steel. 

Now the steel production of this country is so intermeshed and 
interlaced—it is an integrated operation—that the loss of any steel- 
producing facility will have some impact on the military program. | 
do not suppose there is one facility in the United States—I think 
that would be true—that does not have some military business, and 
certainly the vast majority of them have a substantial amount of 
military business. 

So, an interference with any facility is sooner or later, and usually 
sooner, an interference with the defense program. 

Now if we turn for a moment to those items which are used less in 
military production and more in civilian, such as sheet steel, that you 
mentioned, it is our belief, and our judgment, that the inventories 
there are substantially higher. Therefore the impact would not be 
so immediate. Just to pluck a figure out of the air—-and you under- 
stand there are not, in Government or in private industry, any accurate 
inventory figures on the supply of sheet steel, there is no mechanical 
means for gathe ring such estimates—I would guess that they might 
go as long as a month, over-all, without the sheet steel shortage 
seriously affecting civilian production. 

The difficulty is that American industry is so integrated and inter- 
related, that if you get a stoppage in one component manufacturer, 
although the supply over-all may be good, that might be the missing 
link which would hold up produc tion, and steel, since it is the very 
fabric of American industry, if it is stopped for any length of time, will 
gradually, early rather than late, slow down all American industry. 

Mr. Fowuer. With regard to the impact on civilian production as 
distinguished from military, as Mr. Fleischmann knows, generally the 
civilian manufacturer will have in over-all terms, a month to 45 days’ 
supply of material, but that is not a complete picture of the situation, 
because he has varying amounts of varying types of his materials. 

He may be in fairly plentiful supply on items A, B, and C, but he 
may be running fairly low on items E and F. He may have been 
expecting a shipment from the mill, of item E, and hence his inven- 
tories are down on a fairly low level, and of course the controlling 
factor, in the civilian producer’s production, as it is in the military 
producer’s, is the quantity of material, or the product tnat he has, 
which is the lowest in terms of his inventory picture. 

That is the control point, and unless he can devise some means of 
swapping some of his material, that is in very low inventory position 
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with some other producer—and there is an interchangeability in term. 
of specifications and so forth—I think you would find a surprising 
number of instances in which the picture of a month’s inventor, 
would probably fall short, and there would be an impact on production 
in a much lesser period of time, just due to the lack of enough of a 
particular steel product. 

Mr. FLetscHMann. That is right. 

Mr. Woucorr. Well it is the idea that an automobile cannot run 
without a carburetor. It does not make any difference how much 
steel you have, if you cannot build carburetors, you cannot build 
automobiles. We understand that, and we understand the influence 
of shortages upon the use of materials which are not in short supply 

Mr. FLetscuMann. That is right. 

Mr. Fow er. On military production, | would just like to giv: 
you one or two concrete instances. 

Mr. Fleischmann referred to the ammunition program. Well that 
program is in the build-up phase, and production is on pretty much 
a hand-to-mouth basis, because we have had to build up supplies of 
the cold-drawn bars, and inventories of the fused component producers 
in that field would be a matter of 4 or 5 days, to a week, something 
of that sort, before vou would get very real problems. 

Mr. Woucorr. Have there been any cut-backs in defense produc- 
tion due to shortages of materials, or have you been able to keep 
up pretty much with the demands for defease purposes? 

Mr. FLeiscHMann. Up to the present time, Mr. Wolcott, the 
Defense Department has been allocated all the materials that it 
required, on the basis of our best judgment, and they have not been 
cut back in any case, in order to make wavy for civilian material. 

Now, of course 

Mr. Wotcorr. I do not mean cut back to make available materials 
for civilian use. I was thinking only of the defense program. 

Mr. FLeiscHMANN. I see. Well I wanted to make clear that we 
had not as a matter of policy ever diverted material away from the 
military program. We do not consider that a sound policy for us to 
follow. 

As to whether there have been shortages due to material difficulties, 
I would answer “‘Yes” only in this particular way: In the setting up of 
any such intricate system as we used in World War II, and are using 
now, there were times—particularly in the early days, when the 
system did not work perfectly, and there were delays in getting a 
particular item to a particular producer—at the present time the 
system is working pretty well, and those delays are at a minimum. 

Secondly, there are materials, like columbium, as to which there 
is not enough in the free world to take care of what the military would 
like to have, because it is one of the best alloving elements made 
if you had an unlimited supply, you would use a great deal more 
but all there is is being sent to the military. 

Now with those two minor reservations, I would say “No; there has 
been no stoppage due to lack of materials.” 

Mr. Woxicorr. How much jurisdiction do you have over military 
design? 

Mr. FierscuMann. I personally do not consider that I have any 
jurisdiction over military design. 
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Mr. Wotcorr. Let me put it this way: How much do Mr. Wilson’s 
office and Mr. Steelman’s office, collectively, have over military design? 

Mr. FietscHMANN. That is a difficult question to answer. The 
best answer I could give to this is that military design is primarily 
the job of the Department of Defense. 

Now, however, the Director of Defense Mobilization has a status 
which I have heard described as that of Assistant President in Charge 
of Mobilization, for that purpose, and as such, and he has, I believe, 
an overriding right to inquire into and to take steps with respect to 
every phase of the mobilization program, and in that sense I would 
say that the Director of Defense Mobilization has some control over 
design. 

Mr. Woxcorr, Neither Mr. Wilson nor Mr. Steelman are military 
men, and they would be rather presumptuous in overriding the mili- 
tary with respect to design; would they not? 

Mr. FLeIscHMANN. Yes; with respect to design, I do not think it 
would make much sense for them to substitute their own views. What 
can be done, and what was done during the war, was to make reason- 
able insistence that some features of design have to be frozen at some- 
time, if you are ever going to get any production. 

Mr. Fowuer. There is one other feature, that civilian agencies take 
something of a recommending role in, and that is where there is a 
critical shortage of a critical material—-the nickel situation, for ex- 
ample. The civilian agencies try to locate types of materials, and 
make technical suggestions, of a conservation and substitution char- 
acter, pointing out to the military that maybe they can use material A, 
rather than material B, or by a certain process, they could use lesser 
quantities of the critical material. 

That, however, is a suggestion or recommendation, and the accept- 
ance of it, as a conservation measure, is strictly for the Defense Depart- 
ment to decide. 

Mr. Woxcorr. Now, may I ask a question which I might assume 
is one that you will not want to answer. You don’t have to answer it 
unless you want to, if vou are embarrassed, and unless the information 
can be made public. 

Has there been any cut-back in our airplane production due to a 
shortage of materials? 

Mr. FLerscHMANN. I would say no, sir; with the two exceptions that 
I mentioned before. In the early days of operation, before we had 
the controlled materials plan operating well, it is certainly possible 
and no one can say for sure—that here and there a particular producer 
had difficulty getting a particular material. 

But there was no case that I know of where material was taken away 
from aircraft production, and no case where a shortage was allowed 
to persist for anv length of time after it was called to our attention. 

Secondly, as I pointed out before, the shortage, when vou can’t do 
anything about it, of columbium, to some extent, in a way, impedes 
aircraft production, because you might have more of a certain kind 
if vou had more columbium or nickel or cobalt, but with those very 
minor reservations, I will answer the question directly. It has not 
interfered with aircraft production. 

Mr. Wotcorr. You are perhaps familiar with a program under 
which airplane production in certain fields was cut back from 200 a 
month to 150 a month? 
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Mr. FLetscHMANN. Yes, sir. 

Mr. Wotcorr. Was that for the reason that there were not suffi- 
cient materials available? 

Mr. FietscHMann. No, sir; the reasons were largely physical, and 
secondly, had to do with the availability of machine-tool and other 
facilities, and design problems. 

Mr. Wotcorr. That is what I had in mind. That is why I asked 
my first question. 

Mr. FietscHMANN. Design was very important. It had nothing 
to do, in my own judgment, with material availability. However, 
let me say the decision was made by the President, and not by me, 
and to a certain extent I am speculating. But there was no material 
shortage that was acting as a limit on aireraft production. 

Mr. Wotcorr. We read frequently, and hear over the radio, that 
our production of airplanes is decidedly less than that of Russia, or 
North China. It seems to be a reflection upon our productive capac- 
ities. Should that be interpreted as a reflection on our productive 
capacity, or is the weakness there in agreeing upon a design? 

Mr. FurrscHMann. Well, I think the weakness is in certain physical 
facts 

Mr. Wotcorr. Do you mean fiscal facts, that there is not money 
enough available? 

Mr. FuerscuMann. No, no; physical. 

Mr. Wotcorr. Oh, physical; I am sorry. 

Mr. FierscumMann. The early days, Mr. Wolcott, were to some 
extent fiscal, because after all we did not start an aircraft build-up 
until after Korea. That was a national policy, and in a sense, if 
there is blame, we all share in that blame. 

But the program did not start, generally speaking, until January 
1951, when a large budget was, for the first time, made available for 
that purpose. 

Now, you cannot make an aircraft, of the kind we use today, in 
less than about 2 years, so you were not going to get any very large 
build-up of military aircraft until the latter part of this year. Our 
production is going up very markedly right at the present time. 

Mr. Wotcorr. What was the justification for cutting the produc- 
tion of this particular type of aircraft from 200 a month to 150 a 
month? Wasn’t that due to the Defense Department—I guess this 
is no secret because we are always making advances—anticipated a bet- 
ter plane, and didn’t want to get there—I don’t know as I should 
put it this way, but they didn’t want to get their shelves full of obso- 
lescent aircraft. That is the reason, isn’t it? 

Mr. FLetscHMANN. That is correct, and as a matter of fact, Mr. 
Wolcott, the rates we hope to obtain during the balance of this 
vear are substantially the same as the old rates. The cut comes at 
a little later stage in the so-called stretch-out. 

Now, in my judgment, the aircraft production program has gone 
along just about as well as anybody could anticipate, based on the 
experience in World War II; never as good as one could hope, but 
about as good as one could expect. 

As to the comparison with Russia, I have seen the intelligence, 
too, such as it is, and nobody knows too much about what the Russians 
are doing in aircraft production. 
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Mr. Wo.corr. We do know this, that when they dismantled the 
plants in Germany, they acquired pretty valuable heavy machine 
tools for the manufacture of airplanes. 

Mr. FLeIscHMANN. That is right. 

Mr. Woxcorr. As a matter of fact, we have to recognize now, that 
as of World War II, the German machine tools for the production of 
aircraft were much superior, and at least much more colossal than ours. 

Mr. FLe1scHMANN. That is true. 

Mr. Woucorr. And Russia now has them. 

Mr. FieiscHMANN. They have the heavy presses which we are 
just starting to build as of now. 

Mr. Woxcorr. I did not know whether you wanted to talk about 
these presses. 

Mr. FLerscHMANN. I would not say any more than that, but that 
has been made public. They have the heavy presses which we are 
only starting to build. 

Mr. Woxtcorr. When we catch up with that program, then we 
might be expected to exceed the Russian potential in the manufacture 
of aircraft; is that correct? 

Mr. FrerscuMann. I believe that we will catch up with Russia in 
the most important aspects of military aircraft production, next vear. 

Mr. Woxtcorr. What cooperation are you getting from our allies, 
NATO, and so forth, in the conservation and judicious use of materi- 
als, essential materials? 

Mr. FirrscHMann. Generally speaking, from the larger users, of 
which the British would be the prime example, verv good. We have 
conferred with them many times on the problem of asking comparable 
restrictions on the civilian use of items like copper, to use a good 
example. 

Mr. Wotcorr. Aluminum? 

Mr. FierscaMann. And aluminum, ves, and they do have, and J 
could submit, to the committee, in the case of the British at least, a 
complete statement of the kind of restrictions they have on their use. 

Mr. Wotcorr. Generally speaking, what are they? 

Mr. FietscuMann. Well, they are much the same as ours. They 
have to a very substantial extent eliminated the use of things like 
copper in less essential items. In some respects, thev go further than 
we. In other respects, not as far. But it is the same general kind 
of pattern of control. 

Mr. Wotcorr. Do not the British have quite an extensive civilian 
construction program? I say civilian, [| mean schools, public build- 
ings, and so forth. 

Mr. FierscHMann. No, at least my own information is directly to 
the contrary. There haven't been any schools built over there, as I 
am informed, up to very recent time since the war. 

Mr. Wotcorr. When vou appeared in the Senate on this same 
bill, you made this statement: 

It is true, I think, that England has increased the production of one or two 
items like automobiles. On the other hand, our second biggest use of copper 
perhaps our biggest—is in construction, and what has England or Canada done 
in construction? They have absolutely stopped it. There has not been a new 
school built in England literally, I am told, since the war. 
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Mr. FLerscHMann. That is what I am told. I believe that is true. 

Mr. Wo.corr. Have you done any research since then which 
might prompt you to change your opinion on that? 

Mr. FLerscHMANN. No, sir, it could be wrong. I was asked about 
that and I gave the answer I believe to be correct. I could be very 
wrong. 

I believe they have restored schools that were bombed out, but 
they have had no new school construction. 

Mr. Woxcorr. Here is what the Minister of Education had to say 
in the House of Commons on that question. This is from the British 
Information Services, so we assume that it is reasonably correct: 

A debate on education took place in the House of Commons at the end of 
July 1951. Several points arising from the recently published annual report of 
the Ministry of Education were discussed during the debate. 

The provision of new schools. 

The then Parliamentary Secretary to the Ministry of Education, David Hard- 
man, spoke on behalf of the Government. He said that by January 1954 there 
would be 1,000,000 more children than there were in January 1947, and by 1959 
the inerease would reach 1,380,000. In addition, the school life’ of each child has 
been lengthened by 1 vear. This has demanded an increase in the total number 
of school places of about 20 percent. By June 1951, 525,000 of the required 
1,150,000 new places were in use, and 414,000 were under construction. At the 
current rate of progress, the remaining 211,000 places should be provided in time, 
the new schools, moreover, would be provided in those parts of the country where 
they were most needed. 

Until 1951 four-fifths of new school building had been for primary schools, but 
the balance had been changed and in the future secondary school building would 
predominate. 

Then there are details of the program, and then the British Infor- 
mation Service furnished some pictures of schools built of aluminum, 
which surpass anything which we are building in this country. 

Here is one. St. Helen’s R. C. School. I don’t know what that 
means. Bethel Avenue, Canning Town. 

Here is another one, Coventry, that exceeds anything I have ever 
seen in school structure—all of aluminum. 

Here is the new Stevenage School, in which the hallway looks to me 
to be much larger than in any of the schools which we are building in 
America today. 

I guess these are aluminum desks, too. 

The CuHarrmMan. Are they schools? 

Mr. Woucorr. Yes. There are pictures of them, showing the 
children. 

Mr. FLetscHMANN. As to the general school-construction program, 
it is obvious, from those figures, that I was wrong, which is an indi- 
cation that you shouldn’t answer questions when you don’t know the 
answer, which was the case with me in the Senate. 

On the aluminum thing, though, I can speak. As far as aluminum 
is concerned, they have made their aluminum available to us. They 
are not using our aluminum for that purpose, but they in fact have 
made aluminum available to us, as you know, in two different 

Mr. Woucorr. What are they substituting in these schools for 
copper? 

Mr. FLerscHMANN. On two different occasions they have diverted 
aluminum from their Canadian sources to us. 

Mr. Wo.corr. What they are using in these aluminum schools 
instead of copper? 
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Mr. Fie1scumann. I don’t know. I did not know they were 
doing it. 

Mr. Woxcorr. The reason | am bringing this up is that here in 
America one weakness, as I see it, in this program, is that we have not 
considered the building and the maintenance of schools as a part of 
the defense effort, and in these debates Great Britain recognizes the 
fact that if they don’t have schools, children drop out of school at a 
much earlier age than they would otherwise, and so, looking into the 
future of the defense program, we are not developing the scientific 
and chemical know-how with which to carry on modern war unless we 
do educate our children. 

So here we have cut back the production of schools, and we have to 
come down here and beg for every ounce of building materials we get 
that goes into a school, and yet, Great Britain, to be realistic about it, 
has apparently expanded its school-building program manyfold. 

Mr. FieiscumMann. Mr. Wolcott, when you talk about American 
schools, you are talking about something that | think I do know some- 
thing about, as distinguished from English schools. 

Mr. Woxtcorr. Well, I brought that up for you to comment on. 

Mir. FLe1scHMANN. The fact of the matter is that 1950 and 1951, 
the first 2 years of the Korean war, were, I think you will find, in some 
ways, the biggest vears of our history in school building. 

1952, at present estimates, will be about as big as the biggest year 
in our history, and we are currently taking care of all of the require- 
ments for primary ard secondary schools, and we are doing so well 
on that program that we are currently taking care of a substantial 
part of the requirements for higher education, and as the building 
materials situation eases—which it has—we will, I think, eliminate 
any problem at all m availability of materials for schools. 

There was, around December, a serious question, then, because no 
one could foresee exactly what course the military program would 
take—there was then a very serious question as to the availability 
of material for schools to the extent that many people thought 
essential. 

Those questions, | think vou will find, sir, have all been eliminated, 
and | think that the education office will tell you that their school- 
construction program—they hand out the material, that is why I 
refer to them—— 

Mr. Woucorr. Can we then assume that from now on, there will 
not be any failure on the part of the school expansion program due 
to shortages of materias? 

Mr. FietscHMann. Well, I think that apy verv serious impact is 
now a matter of the past. | would not say that every person who 
wants to build a school, if they all come in at once, that someone will 
not have to wait a reasonable period of time, but I would say that 
without any question we are taking care of all of the urgent needs 
today, and are taking care of nearly all the needs of even a less urgent 
nature and that that condition will improve rather than the reverse. 

Mr. Woucorr. I know it has been quite a problem to you, and that 
you have released a lot of materials for school building, but I wanted 
to bring up the comparison between us and England. 

Mr. FLEISCHMANN. I agree with everything you have said on the 
subject. I think we were a little short-sighted on that in the earlier 
days, but I think you will find we have corrected that. 
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Mr. Wo.tcorr. Do you want to comment on the industrial brains 
in the Pentagon? Have they any industrialists over there? 

Mr. FieiscuMann. I obviously don’t want to comment in just_that 
way. 

Mr. Woxcorr. Well, let’s forget about it. I should not have asked 
that question. 

Mr. FiriscHMann. In Mr. Bedford we have one of the outstanding 
brains of the country. He has been working full time and will eon- 
tinue working part time over there. 

Mr. Wotcorr. All right. I should not have asked the question in 
that manner. 

Mr. Parman. He is the Kaiser-Frazer man? 

Mr. FLerscHMANN. Yes, sir; he is from Kaiser-Frazer. 

The CuarrMan. Are vou through, Mr. Wolcott? 

Mr. Wotcorr. Yes, sir. 

The Cuarrman. Mr. Brown. 

Mr. Brown. With regard to the school situation, in England a 
great many school buildings were destroyed during World War II, 
were they not? 

Mr. FLEISCHMANN. Yes, sir. 

Mr. Brown. I notice vou state that we spent $20 billion on mili- 
tary rearmament last year? 

Mr. Fie1scHMANN. Yes, sir. 

Mr. Brown. Was the reason we did not spend any more the lack of 
machine tools? 

Mr. FreiscHMANN. No; it was in part due to that, Mr. Brown, but 
it is a build-up. 

I might say 

Mr. Brown. It was my understanding that we appropriated about 
$85 billion for the Army, Navy, and Air Corps last vear. 

Mr. FuriscHMANN. Yes, but there is this factor of lead time in the 
build-up of any military production program. 

Mr. Churchill pointed out when he was over here, I think in his 
address to Congress, that the first year of mobilization never produces 
much in the way of hard goods. 

Mr. Brown. I thought that was chiefly on account of the lack of 
machine tools? 

Mr. FietscuMann. Well, there are many other things. The first 
vear is always the vear of design, specifications, and vou don’t get 
anything into the factories, much less have to pay for it, during the 
first vear. 

Mr. Brown. I am not criticizing, I am just asking. 

Mr. Freiscumann. Well, I am just explaining. If we take an 
aircraft that takes 2 vears to produce, or a tank that takes 18 months, 
vou don’t get much in the first vear to show for it. 

Mr. Brown. And to build certain types of machine tools it takes a 
year, or longer, doesn’t it? 

Mr. FietscHMann. It takes 18 months to build the most compli- 
cated machine tools, so we are just beginning to get some of those in 
substantial volume. 

Mr. Fowier. Congressman Brown, our machine-tool industry was 
ata very low point in terms of its capacity for production when Korea 
struck. It isa feast or famine industry, as vou know, and it was down 
to about a rate of $25 million of deliveries per month when the Korean 
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war occurred, and it is now closely approaching a rate of a hundred 
million dollars a month. In other words, it is nearly quadrupled, and 
that build-up has been a process of painful build-up before we could 
get the industry producing at anything like the rate necessary to meet 
the new orders. 

If you could see the curve of the order backlog, and the rate of pro- 
duction, you would see that for a long period in 1951 the order backlog 
was far outstripping the increase in production, but now they are 
beginning to come together. But that is true, it has taken quite a 
time to build up the capacity of that industry to produce. 

Mr. Brown. Mr. Fleischmann, what percentage of aluminum is 
produced in this country? 

Mr. FLeIscHMANN. What percentage of our use of aluminum? 

Mr. Brown. Yes. 

Mr. FieiscHMANN. Practically all, Mr. Brown. We import a 
comparatively small amount from Canada, but the great bulk of our 
requirements are taken care of by our own production. 

Mr. Brown. How is it produced? 

Mr. FLetscHMANN. How is it produced? 

Mr. Brown. Yes. 

Mr. FietrscHMann. Well, by ——— 

Mr. Brown. Electricity, isn’t it? 

Mr. FieiscHMann. Oh, I didn’t know quite what you meant, Of 
course electricity is the key to aluminum products. 

Mr. Brown. I believe Mr. Wilson testified last fall before the 
so-called watchdog committee, that 3 years from now we would have 
to have 40 percent more electricity. 

Mr. FieiscHMANN. Actually the figures now are higher than that. 
The over-all expansion of electricity will be more nearly 55 percent as 
compared with pre-Korea. It is a very large program. 

Mr. Brown. | wanted to bring out the importance of producing 
more electric power since it is needed to get the aluminum we must 
have. 

Mr. FLEtiscHMANN. I agree, it is indispensable. 

Mr. Brown. Now, Mr. Fleischmann, how much nickel is produced in 
this country? 

Mr. FLeiscHMaNnn. I don’t have those figures, sir, but it is a com- 
paratively small amount. 

Mr. Brown. Where does our nickel come from? 

Mr. FLerscHMANN. Canada, principally. 

Mr. Brown. Are the chances good that we will receive more from 
Canada? 

Mr. FLEISCHMANN. Canada is engaged in an expansion program of 
its own, and so are we, and, as you know, our major outside producer 
currently is in our own production, at Niquero, in Cuba. That we 
do control. 

Mr. Brown. You spoke about the importance of cobalt and 
columbite. 

Mr. FuerscHMANN. Yes. 

Mr. Brown. They are very necessary? 

Mr. FLEISCHMANN. Indispensable to modern warfare. 

Mr. Brown. What is going to be the solution? We don’t produce 
any in this country. 
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Mr. FieiscHMann. There are, in my judgment, two paths that can 
be pursued. 

One is through financial means, to get every pound of those metals 
that we can, and yet even those will, in my judgment, be inadequate. 

Mr. Brown. | know we are dependent altogether on foreign coun- 
tries to produce them. 

Mr. FieiscHMann. For cobalt and columbium our dependence is 
almost entire. 

For nickel we are dependent on Canada and for tungsten we are 
dependent on foreign sources. 

Now in my judgment, we will have to find alternative means of 
building jet aircraft—to use just a single example—in the event of 
war, and there are currently, as you know, tremendous experimentation 
and development programs with other items, such as titanium, going 
ahead, but to me it is the No. 1 security problem of the United States, 
the supply of alloys. 

Mr. Brown. Mr. Fleischmann, I want to say that you are a most 
able administrator and are doing an excellent job in handling a very 
difficult assignment. You are also one of the most intelligent wit- 
nesses I have ever interrogated. You certainly know the field in 
which you are serving. 

Mr. FietscaMann. Thank you very much. 

Mr. Brown. That is all, Mr. Chairman. 

The CHarrMAn. Would the machine tools that were used in World 
War II, if they had been retained by the Government, have been 
available now? 

Mr. FierscHMann. I will let Mr. Fowler answer that. He has 
made a study of it. 

Mr. Fow.er. Chairman Spence, the machine tools that were used, 
for example, to produce aircraft in World War II, the piston-engine 
type of aircraft, did not have a transferability to produce the jet- 
engine type of aircraft that we are using today. 

| was told some weeks ago by one of the leading producers of the 
piston engine in World War II, and who is also now in the jet-engine 
field, that if the entire line of machine tools that he had had in his 
plant to produce piston engines in 1945 had been maintained intact, 
not more than 20 percent of them could have been used in a jet- 
engine program. 

That is one example of the change in technology affecting the types 
of tools that you require. 

Some of the tools that were in the shortest supply in World War 
Il1—types of presses, for example—are in fairly loose supply now— 
that is in types of tools, the requirements have shifted a good deal 
with changes in technology—of which the aircraft engine is perhaps 
the outstanding example. 

It is true, however, that for certain—take a given machine-tool 
line, for a particular military production program, for example, some 
of the pieces in the line could be filled in by utilizing the machine 
tools that might have been maintained in inventory, but at certain 
points in the line you would have needed, for most of the fast-moving 
technological fields, new tools, and those are the ones Congressman 
Brown referred to a while ago, the large, heavy types of tool, that 
take 18 months to complete. 
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So in filling out your new production line, the thing that has held us 
back has been the fact that we had to produce from an industry that 
was operating at a very low rate, before Korea, and we have had to 
produce very substantial quantities of these new-type tools which 
take time to build. 

The CuarkMaANn. So you do not think that under the circumstances 
it was an error of judgment to transfer these machine tools of World 
War II to the War Assets Corporation and dispose of them? 

Mr. Fow er. | think it was not an error of judgment in the sense 
that they would have been utilizable today to solve all of our machine- 
tool problems. 

I would not want to comment, because I am not close enough to 
the picture to have a judgment, but | do know that the machine-tool 
industry has been somewhat critical of the fact that the disposition 
of these surplus tools tended to damage their market for new tools, 
and cause them to go into something like a depression in the years 
after 1945, and being one of the leading factors contributing to the fact 
that they were operating at a very low rate in 1950. 

The CuarrmMan. I was speaking more particularly of their avail- 
ability for present use. 

Mr. Fow er. A lot of them are available, but they do not solve the 
problem at all because of these specialized, highly specialized, types 
of new tools that are particularly necessary for something like the 
aircralt program. 

The CHairMAN. Thank you. 

There is a roll call in the House, and we are not authorized to sit 
while the House is in session except when they are in general debate. 
So I presume the committee will have to recess now, and I think we 
will be able to meet at about 2:30, because I understand there are 
only the Consent Calendar and two suspensions before the House, 
which will probably be disposed of at that time. 

Can you gentlemen come back at 2:30? 

Mr. FLerscHMANN. Yes, sir. 

The CHarrMan. I want to add my statement to that of Mr. Brown. 
I think both your statements were clear, able, and convincing. We 
are glad to have witnesses of your character come before the committee. 

Mr. FieiscuMann. Thank you, sir. 

Mr. Fowier. Thank you, Mr. Chairman. 

The CHarrMAN. We will now recess to reconvene at 2:30. 

(Whereupon, at 12:08 p. m., the committee was recessed, to recon- 
vene at 2:30 p.m. the same day.) 


AFTERNOON SESSION 


(Whereupon, at 2:30 p. m., the committee reconvened, pursuant to 
its recess. ) 

Present: Messrs. Spence (presiding), Brown, Deane, Fugate, Talle, 
Kilburn, Cole, Nicholson, and McDonough. 

The CHairnMan. The committee will be in order. I will recognize 
Dr. Talle. 

Mr. Tauuie. Thank you, Mr. Chairman. I have found there is a 
good deal of confusion, Mr. Fleischmann—— 

The CuarirMAN. Excuse me, Dr. Talle. Mr. Fleischmann and Mr. 
Fowler, we are very sorry, but there is a quorum call on the floor of 
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the House, and the members of the committee will have to be present. 
We will recess for 30 mtnutes and will resume with your testumony 
as soon as we get back. We are very sorry. 

Mr. FierscHMANN. That is quite all right, Mr. Chairman. We 
will be glad to wait. 

(Short recess taken.) 

The CHarrMaNn. The committee will be in order. Dr. Talle. 

Mr. Tauie. Thank you, Mr. Chairman. As I was saying, Mr. 
Fleischmann, when the quorum bell rang, I think there is need for 
clarification of the functions of the National Production Authority 
and the Defense Production Administration. 

A good many people do not understand why we should have the 
two organizations. Will you point out the reason, please? 

Mr. FietscuMann. Dr. Talle, 1 guess I am not the first man to 
point that out, because I have urged since the day I got down here 
that the two agencies be a single agency. 

| have thought, in fact, that they should not be separated, and it 
would be too late for me to change my views on that point. That 
is my own view. I have urged it, I think, before this committee and 
before every committee before which I have appeared. 

The general line of differentiation is that the Defense Production 
Administration establishes policies and programs as to the basic 
division of materials through the device of the Requirements Com- 
mittee, whereas the National Production Authority, which is much 
the larger organization, is the operating agency. 

I find that, myself, and always have, a very unrealistic difference; 
and, if I may say so, we have minimized the disadvantages of that 
division because Mr. Fowler and I, through long years of friendship 
and working together, have been able to work as closely as if it were 
one agency, and we have in fact worked that way. 

However, as I say, it is too late for me to change my views. I think 
it should be one ageney, and feel that very strongly. 

Mr. Taye. Are the two agencies coequal, or can the one agency 
veto what the other does? 

Mr. FrerscuMann. The Defense Production Administration is the 
senior agency, and we do have the right, which we are very seldom 
called upon to exercise, to overrule the National Production Authority. 
However, as a practical matter, we try to adhere to that division of 
authority, and all of the operating problems are tackled by the Na- 
tional Production Authority, and the so-called program decisions are 
made by Defense Production Administration. 

However, we try to eliminate differences of opinion because Mr. 
Fowler and I spend approximately 16 hours of the day together, and 
we discuss all our problems and don’t bother labeling them ‘‘operating”’ 
or “policy,”’ which we both find to be a very unrealistic distinction. 

Mr. Taye. Who is your immediate superior, Mr. Fleischmann? 

Mr. FierscHMann. Mr. Steeiman. 

Mr. Tate. In other words, the Director of Defense Mobilization 
is above the National Production Authority and the Defense Produc- 
tion Administration? 

Mr. FietscuMann. Director of Defense Mobilization; ves, sir. 

I might say, Dr. Talle, | get my legal powers—which, as you know, 
are very extensive—directly from the President, by delegation from 
him. 
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However, the Director of Defense Mobilization, formerly Mr. 
Wilson and now Dr. Steelman, has a direction from the President to 
exercise general direction of the whole program, including our end of 
it. 

Mr. Tatie. How would the chain of authority run? 

Mr. FietscHManNn. It runs directly from the President to me and 
from me to Mr. Fowler and to the other agencies which are involved 
in the operation. 

Then, by a separate delegation of authority, Mr. Wilson—now 
Dr. Steelman—has the authority that the President has to coordinate, 
[ believe is the correct word, all of these various mobilization activities. 

Mr. Tauue. In other words, directions can come directly to you 
from the President or directly to you from the Director of Defense 
Mobilization? 

Mr. FLEISCHMANN. That is correct. 

Mr. Tauuie. What connection is there between the Defense Produc- 
tion Administration and the three agencies we heard from last week; 
namely, the Price Stabilizer, the Director of Economic Stabilization, 
and the Wage Stabilization Director? 

Mr. FieiscHMann. There is no direct relationship. 

The Director of ESA, Mr. Putnam, is on a coordinate level with me, 
and both of us are subject to direction by the Director of Defense 
Mobilization, Dr. Steelman. 

Mr. Tauug. So the line would run from the Director of Defense 
Mobilization to the Price Stabilizer, to the Director of Economic 
Stabilization, and to the Director of Wage Stabilization. 

Mr. FLEerscHMaNnN. The easiest way to describe that would be that 
it runs from the Director of Defense Mobilization, in one area to the 
Economic Stabilization Administration, that is Mr. Putnam, and then 
from him to the Wage, the Salary, and the Price Administrators. 

On the other side it runs from Dr. Steelman to me, and from me to 
National Production Authority, the Defense Power, Defense Petro- 
leum, and the other organizations. 

Mr. Tatue. Have you any recommendations for simplifying this 


organization set-up? 


Mr. Fietscumann. Originally, Dr. Talle, I felt very strongly that, 
on our side of the operation, it all should be in one ageney, on the 
War Production Board model, and I did not care particularly whether 
that was inside the Department of Commerce or outside. 

[ was overruled on that, and you always have to take into account 
the situation as you find it at the particular time, and when you ask 
me what I would do today, that might be very different from what 
I thought should have been done a year ago. 

The fact of the matter is that despite the organizational set-up 
which as I have said does not strike me as being sensible—it is operat- 
ing all right today, due to the fact that Mr. Fowler and I have been 
fortunate enough to see eye to eye on the great majority of the prob- 
lems, and Secretary Sawyer, I think generally, has felt the same way. 
Therefore, since we are perhaps approaching the halfway mark in this 
operation, there is something to be said for not upsetting the present 
operation. 

If there were a war, I would feel that it should be changed imme- 
diately because I think that basically it is not a sound organization. 
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Mr. Tatur. What is the connection between the Secretary of Com- 
merce and all these agencies just named? 

Mr. FietscHMaNnn. The line of authority actually runs in this way, 
Dr. Talle: The President delegates the authority over materials and 
facilities to me, as Director of the Defense Production Administration. 

I then redelegate that operating authority, the major part of it 
going to the Secretary of Commerce—that is the authority over 
materials and facilities in general. He has established a primary 
organization unit, the NPA, headed by Mr. Fowler, and the Secretary 
of Commerce redelegates that authority to him. 

In the same way, I delegate to Secretary Chapman, the authority 
over the electric power program, the petroleum program, the solid- 
fuels program, and one or two other lesser programs, and he has 
established organization units to deal with those particular problems, 
but they all come through the Defense Production Administration. 

Mr. Tatue. Two Cabinet positions have been mentioned, the Secre- 
tary of Commerce and the Secretary of the Interior. 

Mr. FLerscHMANN. Yes, sr. 

Mr. Tarte. Does any other Cabinet official have a direct responsi- 
bility in connection with your work? 

Mr. FLetsHMann. Not so directly. The Secretary of Agriculture 
has certain responsibilities, and we work closely in connection with 
them with respect to the determination of requirements for materials 
for agricultural needs. 

The Defense Transportation Administration, which is under the 
general jurisdiction of the Interstate Commerce Commission, has 
certain responsibilities. 

But the major operations are in Interior and Commerce; would 
that be correct, Mr. Fowler? 

Mr. Fowx.er. That is correct. 

Mr. Tautue. How about the Federal Reserve Board? 

Mr. FLeiscHMANN. That has no responsibility to me at all. That 
is on the other side of the operation, is not stabilization operation, 
and would have responsibility to Mr. Putnam, but not to me. 

Mr. Tautite. What is the payroll of NPA now? 

Mr. Fowuer. It is about 4,300 civil-service emplovees. 

There are about 304 or 305 without compensation employees, that 
is mer who are borrowed from industry, and under the provision of the 
act are businessmen loaned by their companies to serve the Govern- 
ment for limited periods. 

Then there are about 70, when actually emploved, part-time con- 
sulting employees. 

Forty-three hundred is the number of actual per annum emplovees. 

For whatever interest the committee has in those figures, I think 8 
months ago the total was about 5,000. Since last fall, when I first 
became familiar with the operation, and came in as Mr. Fleishmann’s 
deputy, in September, the figure was around 5,000, I think. 

That figure compares to about 23,000 in the War Production Board 
davs, but of course it is not a completely fair comparison since the 
War Production Board had a substantial field staff in addition to 
handling the controlled materials plan, and very detailed controls in 
other segments of the economy, such as textiles. 

Mr. Tatue. Does your answer, Mr. Fowler, relate to the National 
Production Authority or the Defense Production Administration, or 
both? 
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Mr. Fow.er. NPA only. 

Mr. Taig. And you say there are 4,300 civil-service employees in 
NPA? 

Mr. Fow.er. Approximately, yes, sir. 

Mr. Tatue. And then some who work for nothing? 

Mr. Fow.er. That is right, about 304, I think, at the last count. 

Mr. Tatty. They are borrowed from private industry and from 
other departmeyts of the Government? 

Mr. Fow.err. They are borrowed from industry, under the provision 
of the Defense Production Act authorizing without-compensation 
employees. 

Mr. Tatite. How many consultants are there? 

Mr. Fowier. About 70. 

Mr. Tauie. And how much do they get per day? 

Mr. Fow.ier. Varying amounts, sir. I think the top limit is 
$50 per day, and then they are paid on a daily basis, in amounts 
ranging from, I would say, $25 up to the top amount, which is $50. 

Mr. Tair. Is that the entire outlay, or are there additional 
expenses? 

Mr. Fow.er. They get their travel; they get reimbursement for 
their travel expenses, too. That is my impression. 

Mr. Tauun. I see. 

Mr. Fue1scHMann. To complete the picture, Dr. Talle, there are 
about 500 people in the DPA, most of whom are civil service. 
We have a few people borrowed from industry, but mostly we have 
career people in the civil service. 

Mr. ‘Tauvue. I should like to ask for a division at that point, as to 
how many in NPA and how many in DPA. 

Mr. FietscuMann. We will file with the committee, all of those 
detailed figures, but it is generally what I have stated. In other 
words, NPA has about 4,300, and we have about 500 as of today. 

Mr. Tauie. Do you remember the dollars-and-cents cost of NPA 
and DPA per month? 

Mr. FierscHMann. I would have to furnish that. 

Mr. Fowuer. The figure for the total appropriation for the Na- 
tional Production Authority, | think, for this current fiscal year we 
are in, is around $31 million including increased pay costs authorized 
by Public Law 201 which includes not only compensation of personnel, 
but travel, printing, and all other operating expenses. 

Mr. Tatur. Perhaps for the record you could supply accurate 
figures, either per week or per month. 

Mr. FLeiscHMANN. We will do that, sir. 

(The information referred to is as follows:) 


Defense Production Administration and National Production Authority employment 
as of May 2, 1952, and costs for April 1952 


Employ- “ P Other Pe 
. Salaries rotal 
ment — expenses 


Defense Production Administration 1513 $265, 358 $40, 658 $306, 016 
National Production Authority 24,717 | 2,029, 684 559, 333 2, 589, 017 


' Includes 35 when actually employed and 25 serving without compensation. 
? Includes 68 when actually employed and 321 serving without compensation. 
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Mr. Tauue. That is all, Mr. Chairman. 

The Cuatrman. Mr. Nicholson. 

Mr. Tatie. Mr. Nicholson, will you yield to me for just one 
moment? 

Mr. Nicuouson, I yield. 

Mr. Tater. For the sake of comparison, perhaps you can include 
the figures for a year ago, and now, so that we can look at them for 
successive vears. e 

Mr. FLerscHMANN. Yes, sir. 

Mr. Tatie. Thank you for yielding, Mr. Nicholson. 

(The information above referred to is as follows:) 


Defense Production Administration and National Production Authority employment 
(including WAE and WOC employees) 


} | 
May 4, 1951 | Sept. 7, 1951 | May 2, 1952 


Defense Production Administration 


Pt apd a Sas Pete. 429 480 | 513 
National Production Authority 


se tith=<pikdehbabeh=<kebbos dhe 3, 178 5, 047 4,717 


The CHatrrmMan. Mr. Nicholson. 

Mr. Nicnouson. Could you give the amount of money that it costs 
us for your board and the three that came in last week? 

Mr. FLetscHMann. I am sure we can get those figures and put 
them in the record, Mr. Nicholson. You mean the price adminis- 
tration, wage and salary administration, and so forth? 

Mr. NicHouson. Yes. 

Mr. FierscHMann. We will supply that. 

(The information above referred to is as follows:) 


Appropriations available, fiscal year 1952 


Defense Production Administration 14 $3, 500, 000 

National Production Authority 2429 564, 850 

Economic Stabilization Agency: 
Office of the Administrator pe i ; 34 592, 225 
Office of Price Stabilization 34 68, 455, 000 
Wage Stabilization Board______- ; _. 3414, 000, 000 
Office of Rent Stabilization ____- 3413, 200, 000 
Salary Stabilization Board : 341, 750, 000 
Railroad and Airline Wage Board 3456, 150 


! Appropriation of $2,800,000 contained in the Supplemental Appropriation Act, 1952, approved Novem- 
ber 1, 1951. Transfer of $700,000 made from “Salaries and expenses, defense production activities,’’ Depart- 
ment of Commerce. aie 

2 Allocated by Department of Commerce from ‘Salaries and expenses, defense production activities.” 
! Represents an allocation by the Economie Stabilization Agency from the appropriation of $98,053,375 
contained in the “Supplemental Appropriation Act, 1952,’ approved November 1, 1951. i a 

‘ Does not include increased pay costs authorized by Public Law 201, approved October 24, 1951. The 
Third Supplemental Appropriation Act (H. R. 6947), as passed by the Senate April 14, 1952, contains pro- 
vision for increased pay costs as follows: 


” 


Defense Production Administration. mt : . - - $200, 000 
National Production Authority : a : 2, 080, 000 
Economic Stabilization Agency: 
Office of the Administrator : Pc . _8 000 
Office of Price Stabilization - : ‘ - - 2.7 12, 500 
Wage Stabilization Board... . 1, 095, 150 
Office of Rent Stabilization. -- : -<- 1, 047, 000 
Salary Stabilization Board _. ae accented w+ e-e---- - 113, 500 
Railroad and Airline Wage Board... _.---.------- izes as oo 3, 850 


The Cuarrman. Mr. McDonough. ; a eh 
Mr. McDonoven. How about the copper stockpile? What is the 
situation as to that? 
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Mr. FietscHMann. The exact figures, Mr. McDonough, are classi- 
fied. I will submit them to the committee for executive consideration 
if desired. 

Let me say that we have not the copper stockpile the country 
should have, in my judgment, based on my information about military 
needs. I will supply the exact figures to the committee, if desired. 

Mr. McDonovenu. You are looking for increased copper supply 
within the United States, are you not? 

Mr. FLEISCHMANN. Yes, sir, we are, and we will get some beginning 
in 1954—-about 20 percent additional. 

Mr. McDonovucu. My attention has been called to two instances 
where evidently new development of copper in the west was submitted 
to your department, and nothing has been done about it. 

Mr. FieiscHMANN. Well I do not have that department. That is 
Mr. Larsen’s department, which is the agency which is charged with 
getting additional copper supplies. 

What I would like to have, however, if you will, Mr. McDonough, 
is this: If you would give me the names of the cases that have been 
submitted and on which nothing has been done, I am deeply interested 
in it and I would like to satisfy myself and satisfy you, if I can, as to 
why that is. 

Mr. Fow.er. That is the Defense Materials Procurement Agency, 
Mr. McDonough. 

Mr. McDonovau. Yes. 

Mr. FLerscHMaNnNn. But we have an interest in it. I do not want 
to pass that off because we are very much interested in getting it. 
If you would let us have it, | would give you a report on the com- 
panies. 

Mr. McDonovau. Would it be revealing anything if we discussed 
the situation insofar as the country is in today, as a result of the steel 
strike? How long can this last, this suspension? 

Mr. FLerscHMANN. Suspension of steel supply? 

Mr. McDonovuau. Yes. 

Mr. FLerscHMANN. Well I think both Mr. Lovett and I have made 
public our own view which is that it is a very disastrous situation for 
this country to lose any steel production. 

Across the board, that is not so true, but the difficulty is that we 
are woefully short on some of the special steels which go into the 
military program, the jet engine program being one, the ammunition 
program being a second one, the atomic energy program being a third. 

We cannot, in my judgment, afford a loss of a day’s production of 
that kind of steel, and the trouble is when you have a strike you shut 
down all kinds of steel production. 

So my own feeling—and, of course, I am hepped on this subject— 
is that we cannot afford any loss of steel production. 

Mr. McDonovcnu. What percentage of the total production of 
steel is being used for defense purposes? 

Mr. FLeIscHMANN. Across the board, the best estimate I can give 
you is about 20 percent. 

But when you get into the high test steels, it is a much higher per- 
centage. Nickel-bearing steel, for example, it would go up as high 
as 60 or 70 percent of some of the highest test steel, going right into 
the military program. 

Mr. Brown. Will you yield? 
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Mr. McDonovanu. I yield. 

Mr. Brown. Is there any way you can step up the production 
of that type of steel that is so scarce? 

Mr. FietscHMann. No, sir; because the limiting factor is the 
alloying metals and not the steel facilities. 

Mr. Fowxer. Another thing, Congressman Brown: In that con- 
nection, you have to take into account this very difficult factor of 
lead time. 

By lead time, in this connection, I mean this: Let us take a mill 
that is operating today. You want that mill to go into production 
of, say, nickel stainless steel—nickel type stainless steel. Let us 
say it has certain capacity that is adapted to that operation. 

But all the necessary preparations to begin production, and then 
moving it through its various phases of production, means varying 
times of 30 to 45 to 60 days lead time, when the mill would, say 
begin the operation, until you would get the finished steel in the form 
in which it would be usable by a manufacturer. 

Mr. FietscHMann. In other words you cannot turn it on and off 
like a spigot. If you shut it down it is lost for a long time. 

Mr. Brown. That is all. Thank you, Mr. McDonough. 

Mr. McDonoveu. That is all, Mr. Chairman. 

The CuarrmMan. Mr. Deane. 

Mr. Deane. Mr. Chairman, I would like for the record to show that 
Mr. Flesichmann was formerly with the War Production Board, is that 
correct? 

Mr. FLetscHMANN. Yes. 

Mr. Deane. Then you were General Counsel of the National 
Production Authority? 

Mr. FierscHMaAnn. Yes, I was the first General Counsel of NPA. 

Mr. Deane. Then you were elevated to Administrator of NPA, 
and now Administrator of Defense Production? 

Mr. FierscHMANN. That is correct, sir. 

Mr. Deane. I want to join with my ‘ colleagues in commending both 
you gentlemen for the testimony which you have given, and able 
assistance that you have brought and surrounded yourselves with. 

The one question I would like to ask is this: Could you get the 
necessary military material needs, were it not for the National Produc- 
tion Authority? 

Mr. FiLerscHMANN. In my judgment, what would happen if we 
did not have the Defense Production Act type of regulation, would 
be this: 

It is perfectly obvious that you would get some military production. 
The Nation would not come to a halt if NPA and DPA were all abol- 
ished overnight. 

But history in World War II, and after Korea demonstrates that 
you get an unbalanced production. You get tanks without axles, 
as we did for a long time during World War II, because all producers 
of material, unfortunately, are not of equal patriotism. The vast 
majority of them will meet military needs voluntarily. 

But here, there, and in the other place, they naturally find it more 
profitable to stick to their civilian customer. 

When that happens with one producer, all his competitors immedi- 
ately say, “Why should I go along being a martyr here and taking 
care of military needs and have somebody else take my customers?”’ 
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As a result, I think it is too clear really to be disputed much, when 
you have a situation where you need 40 percent of the supply, say, 
of copper, and also of aluminum, the only way you can guarantee it 
and guarantee delivery on schedule is through regulations having the 
force of law. 

When you get to a position where the military need is not too great, 
and the over-all shortage is less, then you can get along without these 
controls. 

But unfortunately, we are not in that situation today, and thinking, 
as all of us do, that this military program is a must until we get up to 
a reasonable level of preparedness, we do not see any alternative to 
continuing this for a minimum of a year. 

Mr. Deane. Are you asking for a continuation for a year or 
years? 

Mr. FietscumMann. Well the original request was for 2 years; but 
the sentiment, certainly in the Senate committee, before which we 
appeared, was for | vear. 

As to that, I believe that with materials like nickel and cobalt, you 
will certainly need controls for a minimum of 2 years, because the 
program will not be anywhere near completed until that time. 

However, just speaking as an individual and not attempting to 
state what the administration view is, I can understand Congress 
wanting to take a look at the picture a year from now, and as | don’t 
expect to be there, why I am sorry for the people that have to present 
the case then; but I don’t see any great objection to it, sir. 

Mr. Deane. It has been argued by other witnesses before us in the 
consideration of the present amendments that they feared they would 
not be able to hold their personnel! in the event of a 1-year extension. 
Do you have that problem? 

Mr. FietscHMaNNn. We do have that problem; ves, sir. These are 
emergency agencies, and there are morale problems which are very 
acute. Feeling as strongly as I do, that we must not do what we did 
after World War II, and just relax—because I think this is the most 
important thing in the world today—I would personally prefer a 2- 
vear extension. It would make for a better operation. But I do 
not say it would be fatal. That would be ridiculous, to claim that, if 
we only got a 1-year extension. 

Mr. Deane. Thank you, Mr. Chairman. 

Mr. Cuarrman. Mr. Cole. 

Mr. Corer. Mr. Fleischmann, how many materials are now under 
control? 

Mr. FietscHMann. In a sense, Mr. Cole, all of them are. But 
you want the most direct controls? 

Mr. Coxe. Yes. 

Mr. FLerscHMANN. Just a moment. We will have that. 

Mr. Fow.er. We tried to get a complete picture of the control acts 
currently in effect. 

There are six National Production Authority regulations, general 
regulations. 

Regulation 1, for example, deals with inventory restrictions. 

Regulation 5 is a provision for anybody who feels he has not gotten 
what he is entitled to, or is being discriminated against, has recourse 
to an appeals board. 


9 
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Then there are 7 CMP regulations, controlled materials plan 
Those regulations together constitute the controlled materials plan, 
covering steel, copper, and aluminum. 

Regulation 1 is the basic CMP rules. 

Regulation 6, for example, CMP Regulation 6, covers the use of 
copper, steel, and aluminum in construction of all kinds. 

Then there are a series of 16 minor directions, under these national] 
production and controlled materials regulations. 

For example in the flood period we got out direction 11, which was 
to give special emergency assistance to the flood areas for critical 
materials. ‘Those are of a minor and spasmodic character. 

Then there are five distribution orders. Typical of those distribu- 
tion orders is the one on auto wreckers, M-92, trying to regulate the 
distribution of the scrap from the auto wreckers. 

Then there are 12 industry orders. Those are orders designed to 
assist and regulate the flow of materials to certain specially tailored 
industry situations. 

Examples of that are M-77, which provides maintenance, repair, 
and operating supplies for the communications industry. 

M-46, which is the Petroleum Administration for Defense basic 
order, under which they operate. 

Then there are seven machinery orders. Typical example of those 
is M-41, which regulated the distribution of newly produced machine 
tools, regulating and directing those tools in an orderly manner to the 
military contractors according to the essentiality rating that the 
Defense Department advises. 

Then there is a construction machinery order, which is another ex- 
ample, a power equipment order, and so on. 

Then there are a series of 29 orders dealing with various metals and 
minerals, and M-99 is eryolite. 

Mr. Cour. Does that generally cover most of the metals and 
minerals used in production of all sorts of commodities? 

Mr. Fow.er. That is right. Then there are four chemical orders, 
of which typical examples are M-31, chlorine, and M-—69, sulfur. 

Then there are 12 other material orders, of lesser significance. 
Binder twine is one, for example. As to rubber, practically the 
entire control has been eliminated, with one remaining restriction, 
namely, that vou can’t use a certain type of pale crepe, natural rubber, 
which is a very valuable type. Other than that, rubber is pretty well 
decontrolled. 

Then there are 11 other product orders relating to such things as. 
cans, artificial graphite, and so on. 

And that encompasses the fabric of the current regulatory pattern, 
and I have attached to my statement, Congressman, a list of the 
decontrol acts that we have taken over the last 6 months, and have 
also described in my statement the order-by-order review that we are 
conducting to eliminate such of those as we can that are no longer 
substantially necessary. 

The CuarremMan. The list referred to may be included in the record 
at the conclusion of this testimony. 

Mr. Coin. It seems a complex picture. Is it possible to break down 
into major component parts, just major parts, those materials which 
are now controlled? For instance, steel, coal, petroleum, textiles, 
hides, and so on? Is that possible? 
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Mr. FLetiscHMaANN. Yes, there would be, from that list. something 
less than 50 materials, and we could file with the committee a list of 
specific materials that are the only ones under control. 

Mr. Cote. That would be helpful. 

Mr. FLEISCHMANN. We will do that. 

Mr. Fowuer. We could file a much larger list, which have never 
really been under control, such as textiles and chemicals. 

(The document above referred to is as follows:) 


The following 48 materials are under NPA jurisdiction subject to NPA cortrol 
orders: 


METALS AND MINERALS (29) 26. Used cans for copper production 
j 27. Vanadium 
Aluminum 98. Zinc 
. Antimony 29. Zirconium 
Boron 
Bismuth CHEMICALS (8) 
Cadmium 
. Caleium . Chlorine 
. Chromium . Methylene chloride 
. Cobalt — . Naphthenie acid 
. Columbium 4. Polyethylene 
. Copper 5. Resorcinol 
. Cryolite 3. Sulfur 
. Crushing bort, diamond powder or 7, Sulfuric acid 
dust, and unreclaimed diamond 8. Thiokol 
material 
3. Iron and steel OTHER MATERIALS (11) 
Lead 
Maganese . Binder and baler twine 
. Molybdenum . Bristles 
. Nickel . Carded cotton sales yarn 
8. Platinum 4. Cotton duck 
. Selenium 5. Crysolite asbestos fiber 
. Silicon . Leather 
. Tantalum (see columbium) . Paper 
2. Tin . Softwood plywood 
. Tin plate and terne plate 9. Rayon 
Titanium . Rubber 
. Tungsten . Vegetable tanning material 
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REMOVAL AND RELAXATION OF CONTROLS ALREADY EFFECTED BY NPA 


1. Sole leather, M-—34, revoked July 31, 1951: Rescheduling of military pro- 
curement and increase in domestic and foreign hides assured adequate supplies. 

2. Deerskins, M-29, revoked October 1, 1951: Decline in military demands for 
combat gloves resulted in revocation of order which reserved deerskins for military 
uses. 
3. Glass containers, M—51, simplification and use, revoked December 29, 1951: 
Sound demand estimates for 1952 indicated that a sufficient level of production 
could be achieved despite increased use stemming from limitations imposed in 
active container areas. 

4. Sulfuric acid, M—45, schedule 3, revoked December 29, 1951: Under this 
schedule sulfuric acid had been subject to full allocation in 11 Western States. 
On the same date NPA Order M—94 was issued, retaining a minimum control 
over sulfuric acid. This order simply requires that each producer of sulfuric 
acid who is also a user of this material must maintain the same ratio between his 
monthly production and use of acid which he maintained during the calendar year 
1950. Thus sulfuric acid has been substantially decontrolled. 

5. Plastic type nylon, M—45, schedule 4, revoked January 15, 1952: Installation 
of additional facilities during the summer of 1951 and the overcoming of raw 
material shortage in October 1951 resulted in a supply sufficient to meet all 
demands. 
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6. Methy! chloride, M-45, schedule 8, revoked January 15, 1952: Increased 
efficiency of operations and installation of new production facilities during the 
fall of 1951 overcame the estimated shortage (at the time of issuance of order 
of 500,000 pounds per month. Supply and demand balance achieved. 

7. Poly tetra-fluor ethylene, M-—45, schedule 2, revoked February 20, 1952: 
The sole producers’ limited supply capacity was increased slightly during the 
summer of 1951 and military demands dropped because of design changes ineor- 
porating other materials. Future Munitions Board schedules remain at low 
levels. 

8. Storage batteries, M-938, revoked February 26, 1952: Increase in lead sup- 
plies due to break in world prices and settlement of strike, together with suspen- 
sion of import duty has resulted in a great easing of the supply. 

9. Cattle hides, calfskins, and kips, M—35, revoked February 29, 1952: Military 
and civilian demand had fallen sharply and supplies increased. Allocations were 
increased to 100 percent or more of base since September while purchases sharply 
declined. 

10. Horsehides, cabrettas, sheepskins, sherlings, and kangaroo skins, M-62, 
revoked February 29, 1952: Decline in military and civilian demand plus soft 
supply situation and inventory holdings indicated necessity for revocation. 

11. Steel strapping, M-—59, revoked March 25, 1952: The order was original], 
issued May 1, 1951, to conserve steel by preventing certain uses of strapping on 
light packages. Increase in supplies of steel strapping and substantial achieve 
ment of the order’s objectives made revocation possible. 

12. Chemical wood pulp, M-—72, revoked April 8, 1952: The supply of chemical! 
wood pulp has eased sufficiently to permit revocation of the order. 

13. Cans, M—-25, amendment, effective February 23 1951: Permitted the use of 
tin in packing some products not previously permitted, including hams, spaghetti 
with meat balls, and a few other items. 

Amendment, effective Janvary 22, 1952, increased the quantity of cans that 
may be used to pack four low-cost basic food products (spaghetti and macaroni, 
¢ i’> with beans, nonseasonal soups and dried soaked beans) and two essential! 
ne food products (baby powder and mechanics’ hand paste soap). 

Amendment, effective March 13, 1952, permitted canners and packers to use 
quota-free cans made from certain off-quality material which was specially 
allotted to can manufacturers by supplemental allotment. 

14. Construction, revision of CMP Regulation 6, effective March 6, 1952: 
Relaxed limitations on construction by (1) increasing the amount of steel that 
may be obtained by self-authorization for smaller commercial, school and othe 
nonindustrial construction; (2) inereasing the amount of steel that may be ob- 
tained by self-authorization for road and highway construction; and (3) permitting 
use of foreign and used steel in addition to quantity which builder may obtain 
by allotment or self-authorization, provided that he will not thereby require 
greater amounts of copper or aluminum controlled materials than those for wlich 
he bas received an allotment. 

15. Small users of controlled materials, direction I to CMP Regulation 1 
Effective June 8, 1951, permitted manufacturers who use only small quantitics 
of stecl, copper, and aluminum to self-authorize their purchase orders in amounts 
up to 5 tons of carbon steel, one-half ton of alloy steel (except stainless), 500 
pounds of copper and 500 pounds of aluminum. 

Amendment to direction 1, effective November 23, 1951, permitted a manu- 
facturer, boginning with the second quarter of 1952, to self-authorize his orders 
for controlled materials in amounts up to 30 tons of carbon steel, 8 tons of alloy 
steel (except stainless), 500 pounds of stainless steel, 3,000 pounds of copper, and 
2,000 pounds of aluminum, provided he does not self-authorize for a quantity in 
excess of his average quarterly vse during 1950. 

Amendment, effective April 30, 1952, increased the self-authorization limits, 
beginning with the third quarter of 1952, to 60 tons for carbon steel, 16 tons for 
alloy steel (except stainless), and 4,000 pounds for aluminum. 

16. Rubber, M-2: Amendment, effective July 17, 1951, removed the ban on 
spare tires for new passenger automobiles and raised the permitted use of rubber 
by small users from 25,000 to 150,000 pounds per quarter. 

Amendment, effective January 1, 1952, eliminated control over total quantities 
of new rubber which can be consumed. This action was due to increased produc- 
tion of synthetic rubber and to improvement of inventories of finished rubber 
goods. Manufacturing specifications in the order continued to maintain a given 
ratio between natural and synthetic consumption. GR-1, butyl synthetic con- 
tinues under allocation. 





ne 
m 


pe 
bs 
it 


m 


th 
pl 


lo 


of 


m 
co 
el: 


ef 
ca 
w 


of 
Hil 


re 


of 


né 
dr 
to 
ne 
pr 
qu 
Te! 


in 


re 
to 


di 
ar 
th 
si] 


to 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 311 


Amendment, effective February 4, 1952, removed the 30-day inventory limita- 
tion governing purchases of synthetic (GR-S) rubber and increased by about 20 
percent the amount of high tenacity yarn which may be used by rubber 
manufacturers. 

Amendment, effective March 26, 1952, removed restrictions on the manufacture 
of white sidewall tires and increased the amounts of natural rubber which may be 
used in the manufacture of automotive tires. 

Amendment, effective April 21, 1952, removed all controls on rubber, except for 
the restriction on the use of pale crepe and sole crepe in the manufacture of 
pneumatic tires, shoes, soles, and heels, and the continued limitation on the pur- 
chase of cold GR-S. 

17. Cadmium, M-19: Amendment, effective July 30, 1951, added about nine 
new classes of permitted items, relaxing specifications on a few more, and per- 
mitting 60 percent base period use in production of pigments instead of 40 percent. 

Amendment, effective March 18, 1952, relaxed the use controls of the order to 
permit the civilian economy to share directly in the improved supply-requirements 
balance on cadmium. Amendment allowed unrestricted use of cadmium in certain 
items or processes and to fill orders bearing military and atomic energy ratings. 
lor other items, a 70-percent base period use was permitted instead of 60 percent. 

18. Bismuth, M—48: Amendment, effective August 10, 1951, increased per- 
mitted use of bismuth to 100 percent of base period usage, instead of 60 percent. 

Amendment, effective January 15, 1952, rescinded the previous restrictions over 
the use of bismuth, both in regard to type and quantity of use, and the set-aside 
provision. Inventory limitations relaxed to permit a 60-day inventory or a 
“practicable minimum working inventory,’’ whichever is less. 

19. Cotton duck, M-53: Amendment, effective September 17, 1951, permitted 
looms, which had been reserved exclusively since April 8, 1951, for the production 
of flat duck, to be used to manufacture other fabries. 

20. Carded cotton yarn, M-23: Amendment effective November 6, 1951, per- 
mitted yarn manufacturers to use their spindles to produce any type of carded 
cotton yarn. Previousiv, M-23 required that spindles producing yarn in one 
classification could not be used to produce varns in another classification. 

21. Non-nickel-bearing stainless steel: Direction 9 to CMP Regulation 1, 
effective January 28, 1952, removed non-nickel-bearing stainless steel from the 
category of controlled materials under CMP, thus permitting it to be purchased 
without an authorized controlled material order. 

22. Lead, M~38: Amendment effective March 3, 1952, removed limitations op 
use of lead. Inventory control was retained. Order M-—76 covering distribution 
of pig lead will be continued but allocations are being increased and system 
liberalized. 

23. Quebracho, M-57: Amendment, effective March 26, 1952, removed the 
restriction which had limited the use of quebracho in oil well drilling to 60 percent 
of base period consumption. 

24. Steel shipping drums, M-57, revoked April 29, 1952: This order was origi- 
rally issued July 6, 1951, to distribute critically short supplies of steel shipping 
drums equitablv. It limited the use of new shipping drums to an amount equal 
to 90 percent of the tonnage of such drums used in 1950; limited inventories of 
new and used drums to a 45-day supply; and prohibited the packing of certain 
products in new or used drums. Now that sheet steel is available in adequate 
quantities and the number of drums manufactured is sufficient to take care of all 
requirements, M—75 is no longer necessary. } 

25. Sebacic acid, M—45, schedule 7, revoked April 30, 1952: As a result of 
increased production capacity, supplies of sebacic acid are now meeting current 
requirements, Plans for further expansion of sebacic acid production are expected 
to take care of estimated future increases in demand. 

Mr. Cour. Now, what I am attemping to find out is this: We were 
discussing with the gentlemen who appeared before us last week the 
amount we are taking from civilian production, percentagewise, for 
the use of the military. 

I am trving to find out, as factually as possible, the impact of the 
siphoning off of the domestic production for the use of the military. 
! am having trouble, and I don’t know quite how to go about it, 
to be frank with you. 
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Now, Mr. Fleischmann, this is the thing I have in mind: We have 
certain percentage figures. We are taking, say, 14 percent, someone 
said the other day, of the national product for the defense effort. 

Mr. FLerscHMANN. Yes. 

Mr. Coir. How do we arrive at that figure? 

Mr. Fietscumann. We do that in the usual case through my 
agency, which is the Defense Production Administration. : 

We have the so-called requirements committee, which sits down |~ 
and attempts to state as accurately as possible the total supply ot any 
particular material that will be available for the months ahead. 

Naturally, we find the near-term analysis to be better than the 
longer-range one because supply is increasing, but when we bump into 
a strike then all your estimates go out the window. 

Then each so-called claimant agency—by that I mean the Defense 
Department for the military, the Electric Power Administration for 
that segment of the economy—every segment of the economy has a 
presentation made as to the indicated requirements for the coming 
months for that particular material. 

Now, take something like nickel. You can imagine the complexity 
of that process that you have to go through because when we are 
speaking of nickel-bearing steel, for example, we are speaking of a 
few ounces per pound of steel, and you must attempt as best you 
can—and it is very difficult—to make an estimate of the nickel 
contained, for example, in a tank. 

Well, we have all those figures. Now, I have in my statement an 
analysis of the most critical items, an estimate of the military use. 
I will say, and repeat it whenever asked, that those are estimates 
only —are not mathematically accurate; they can’t be—give us an 
idea, of the order of things. High in things like nickel. Low in 
things like carbon steel generally. Low in chemicals. Currently 
fairly low in rubber, but varying all up and down the scale. 

Mr. Coxe. All right. Now, let’s take steel, for instance. How 
often does your agency determine what the present production of stee! 
is in the country? 

Mr. FiLetscHMann. Generally speaking, we administer all of our 
regulations on a quarterly basis. We have some that are a little 
tighter that we do on a monthly basis, but to give a general answer, 
quarterly basis. 

Mr. Coin. You determine then not only what the production is 
today, but you determine what it may be in the future? 

Mr. FietscuMann. That is right, as well as we can. 

Mr. Coun. Then you determine today what the military require- 
ments are? 

Mr. FietscHMann. That is right. 

Mr. Cour. In steel? 

Mr. FieiscHMann. Yes. 

Mr. Core. And that which is left over is the amount which may 
be allocated for civilian use. 

Mr. FLEISCHMANN. It isn’t quite a simple as that. 

Mr. Coir. Well—— 

Mr. FLeiscHMann. That is about it, sir. 

Mr. Corin. Let us keep it simple, for my sake. 

Mr. FietscHMann. All right. 
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Mr. Cote. The reason I ask that is because in your statement 
you mention steel, do you not, in percentage figures? 

Mr. FietscHMann. Yes, sir. It is right on the first page of my 
statement. It says “A fifth of all our steel’’—in other words, 20 
percent of our steel for defense purposes. 

Mr. Cour. Yes; 20 percent of all steel. 

Mr. FLEISCHMANN. Yes. 

Mr. Coir. Then when you talk about— 

Mr. Fow.uer. Those figures are in the fifth paragraph on the first 
page. 

Mr. Coun. Yes; I find it. Then on page 3 you mentioned the 
increased capacity. But you do not mention it in the same type of 
figures. I mean, you mention it in tons on page 3, but you use the 
percentage figure elsewhere. 

Mr. FLEeIscHMANN. That is right. These figures have been sub- 
mitted to this committee and other committees in times past, but I 
can do it again. 

The basic thought of mobilization is something like this—that we 
want to expand our capacity to a point where we can take care of the 
continuing military demand out of the expansion so that civilian use 
of steel can be speedily restored to normal so we.won’t have to go 
through this terrible situation indefinitely. 

Now, to the extent that we can, we have tried to do that. For 
example, maybe by coincidence, the expansion of steel will be some- 
thing in the neighborhood of 18 percent of pre-Korea capacity, so 
that there will be about the same anount available. 

In aluminum, since the use of aluminum is going up so rapidly, 
we are having a much larger expansion. We are having between 90 
percent and 100 percent additional capacity. On the other hand, in 
copper, although the military use is very high and will continue to 
be so, you are limited. You can’t get that much expansion in copper. 
So there the expansion—and it won’t be available in full until 1955— 
is only about 20 percent, because you cannot meet that objective. 

Mr. Corr. Then my first question is this: Taking steel as an 
example, we find that 6 months from now we have X production of 
steel. That is an expanded production over that which we have 
today. 

Mr. FLEISCHMANN. Yes, sir. 

Mr. Cory. And at that time you have a computation which will 
show you that you will require X percentage for military use. 

Mr. FLEISCHMANN. Yes, sir. 

Mr. Core. That has been done, then, with each and every material 
over which you have control? 

Mr. FieiscHMann. The basic materials; ves. 

Mr. Cour. The basic materials over which you have control? 

Mr. FLEISCHMANN. Yes, sir. 

Mr. Cour. Now, explain to me, if you will, how you can say, as an 
over-all figure, percentagewise, that we are taking from our domestic 
production 18 percent for the use of the military, and how you can 
say to me that that is a relevant statement? I mean what is the 
relevancy of it? You are taking a percentage of steel, but you are 
taking no percentage of many, many other articles. Why is it relevant 
to the Defense Production Act as a whole? 
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Mr. FLEISCHMANN. I see what you mean. 

Mr. Cote. Do you get my point? I am not necessarily driving at 
your situation. I am trying to get some facts. 

Mr. FierscHMANN. I see. Let me say this: I think that the state- 
ment that we are getting 20 percent of the steel is less relevant to the 
considerations that we have than the statement that I could make 
that we are taking 50 percent of many types of steel. 

Mr. Cote. Yes. I agree. 

Mr. FietscuoMann. The first thing you have to learn, that I learned 
through doing this, is that steel is not steel. 

Mr. Core. Yes. 

Mr. FLEeIscHMANN. Steel is shapes and forms and everything else, 
_ we allocate specific forms and shapes. We don’t allocate steel as 
such. 

I cite the figure of 20 percent because I am very frequently asked, 
by members of the public, Members of Congress, and other agencies. 

Mr. Coxe. How is that figure arrived at. Ihaven’t any idea. How 
can you figure that? 

Mr. FieiscHMann. Well, it is done by the total tonnage of ingot 
production 

Mr. Cote. No; let us take all production. Will you describe to me 
how it is arrived at, that we are taking 20 percent or 18 percent of our 
national product? 

Mr. Fowter. I think you are talking about national product, and 
Mr. Fleischmann is talking about steel. 

Mr. Cour. That is the reason [ wanted to change that. 

Mr. FLEIscHMANN. Let us talk about steel for a minute and I will 
tell you how we do it. 

Mr. Coxe. Allright. Then I want to get to my over-all statement. 

Mr. FLerscHMann, Yes. Each quarter, we sit down and determine 
what the production for that quarter, of steel, will be, and we break 
that down by forms and shapes. But each one is computed in tons, 
in product tons. 

Then the military, among other claimants, says: ‘‘We need tickets” 
—CMP allotments—‘“for so much tonnage, and here is where it is 
going,” and they show us the ammunition program, the construction 
program, the tank program, and so forth. 

We screen that. We try to determine whether they actually can 
use that much steel in that quarter, and those specific forms and shapes, 
as closely as we can. When that is done, and we have determined that 
they can, in fact, use either the amount of steel that they ask for, or 
some reduced amount, we total up the tonnage, and that 20 percent 
is merely as near an estimate as I can give of the percentage of the 
Nation’s total tonnage of all types of steel, that will fiad its way into 
the military program. 

Now, I would like to keep this simple, but there is one complicating 
factor I must tell you about, and that is what we call—— 

Mr. Coxe. I will try to absorb it. 

Mr. FLerscHMann. What we call B products. B products include 
a great variety of what we call components. They, you see, are not 
bought by the military at all. They are bought by the tank manu- 
facturer, to use as an example, to incorporate in his product, and tlrat 
tank manufacturer does not have all of the figures available to him as 
to the contained steel or the nickel, in that component. 
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We must get those figures from the man who manufactures, let us 
say, the bearing, or the carburetor, which he later sells partly to the 
military and partly for civilian use. 

We estimate from past experience, and from the figures which come 
into NPA, the percentage of B products which will also go to the 
military. 

Mr. Cote. I see. 

Mr. Fie1scHMANN. That is an estimate not nearly as accurate as 
the estimate that we can make of the direct steel going right to military 
contractors, but the 20 percent which I have used includes an allow- 
ance for the so-called B product area. 

Mr. Cote. Now when you have made that computation with respect 
to steel, nickel, brass, copper, and so on, you come up with a percentage 
which you have determined to be a percentage of the total national 
product, which you are taking from the domestic consumption for the 
use of the military; is that correct? 

Mr. FLetscHMann. Well, it is a computation of the particular 
amounts of metal which we are taking for the military. 

Mr. Coxe. No; I am still getting at a question which is not neces- 
sarily one of your agency’s determinations, but I am going to try to 
use 1t in understanding the whole problem of stabilization. 

Mr. FLEISCHMANN. Yes. 

Mr. Corer. Again, the statement is made, and has been made from 
the beginning of the Defense Production Act hearings, that one c” the 
reasons we have stabilization, the need for stabilization, price co>*rol, 
wage control, and so forth, is because we are taking 20 percent of our 
national product for the use of the military. 

Mr. FLEISCHMANN. Yes. 

Mr. Coun. That has disturbed me a little because it is a broad 
generalization and just from my point of view I am trying to find out 
how, whoever arrives at that, how they arrive at it. How do they 
do it? I am interested in how you do it, of course. 

Mr. FLEeIscHMANN. Well, perhaps my answers were not as re- 
sponsive as I would like them to be because I am not sure I under- 
stand the stabilization set-up myself. 

But I will say this: The national product, today, is something like 
$300 billion—that is the value of goods and services that the Nation 
produces, and when they say they are taking 20 percent of that for 
the military, I would assume-that that is a fiscal computation base:l 
on the military budget. 

Mr. Cote. Well, I must ask vou because I have got to ask every- 
body who comes here from the Government—and some of them quite 
frankly have been unable to answer it—I think you have answered 
it very well. 

Mr. FierscHMann. Thank you. 

Mr. Cots. Then, however, this other thing, I think, is relevant: 
We are interested, however, in materials which are taken out of the 
national production for the use of the military as well as the fiscal 
elements. So the questions I have asked you, I think, may help me 
understand it. Thank you very much. That is all I have. 

Mr. Kitpurn. Mr. Chairman, may I ask a question? 

The Cuarrman. Mr. Kilburn. 

Mr. Kixsurn, I would like to say that you are both excellent 
witnesses, and that you have both been very helpful to the committee. 
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Mr. FierscaMann. Thank you. 

Mr. Kiipurn. As I came in the room you were saying something 
about 1 year or 2 years. I don’t want you to repeat anything, but 
can you see any great objection to a 9-month extension? The reason 
I ask that is that in 9 months we will have a different Congress, and 
we will have a different administration—I don’t mean necessarily a 
different party administration, but different men at the head of the 
Government—and I thought it might be a good suggestion to extend 
it for 9 months, and let the new people take a look at it. 

Mr. FLEtscHMANN. Of course, everybody tends to get behind on 
their own responsibility, and I take a look at the fact that we are not 
vet really half way through the military production end, which is the 
part that I am interested in. 

I am as certain as anyone can be of anything in the world, that we 
will have the same need for materials and controls of things like 
nickel and cobalt, certainly, copper, too, a year from now. Therefore, 
if my opinion is asked, I would prefer a longer extension. I do not 
believe that the incoming Congress is going to be bereft of reason in 
any respect, and I assume that they will make an extension at the time, 
when it can be demonstrated that it is needéd. 

I do not personally see any likelihood that anyone would come to 
the conclusion that at the end of 9 months these controls could be 
done away with. A year, perhapsso. Therefore, from my standpoint 
I think the Nation runs no great risk by extending them a year or 
longer, but the important thing to me is to get them extended, because 
| know we need them now. 

Mr. Kitsurn. Thank you. 

The CuarrMan. Gentlemen, I want to congratulate you on your 
very fine testimony. I heard both of you gentlemen say that you 
were mistaken in some cases, or that you did not know. It takes a 
man who knows a great deal to say that, and I am convinced that you 
do know a great deal, and you have made a wonderful case for those 
things you contend for. 

Mr. FieiscHmann. Thank you very much for listening to us. 

The CuHatrMan. The committee thanks you, I know, for your 
splendid testimony. 

Mr. Fietscumann. Thank you. 

Mr. Fowxer. Thank you very much, Mr. Chairman. 

The CuarrMan. We will now hear from Mr. Tighe Woods. 


STATEMENT OF TIGHE E. WOODS, DIRECTOR, OFFICE OF RENT 
STABILIZATION, ACCOMPANIED BY ED DUPREE, GENERAL 
COUNCIL, OFFICE OF RENT STABILIZATION. 


The CuarrmMan. Have you a prepared statement, Mr. Woods? 

Mr. Woops. Yes, I have, Mr. Chairman. 

The CuarrMan. I suggest the committee let you read your state- 
ment, and then you can submit yourself to interrogation. You may 
proceed. 

Mr. Woops. Mr. Chairman and gentlemen of the committee, when 
I appeared before you last spring, I testified to the urgent need for 
extending and strengthening the Federal rent stabilization program. 
This action was required to further the mobilization program which 
this country was forced to launch upon the outbreak of the conflict 
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in Korea. The Congress passed the necessary legislation last summer, 
and I should like to give you a brief report on the manner in which 
rent stabilization has been administered under the present law. 


CRITICAL DEFENSE HOUSING AREAS 


The 1951 rent stabilization law provides for the joint certification of 
critical defense housing areas by the Secretary of Defense and the 
Director of Defense Mobilization. In such areas, rents may be 
stabilized for all types of housing accommodations, without exception. 
The law specifically restricts certifications to areas where the following 
conditions exist: 

1. A new defense plant or installation has been or is to be provided, 
or an existing defense plant or installation has been or is to be reacti- 
vated or its operation substantially expanded, 

2. Substantial in-migration of defense workers or military personnel 
is required to carry out activities at such plant or installation, and 

3. A substantial shortage of housing required for such defense 
workers or military personnel exists or impends which has resulted 
or threatens to result in excessive rent increases and which impedes 
or threatens to impede activities of such defense plant or installations. 

The Offices of Rent Stabilization is one of the agencies represented 
on the Advisory Committee on Defense Areas, which makes recom- 
mendations for the certification of critical defense housing areas to 
the Director of Defense Mobilization and the Secretary of Defense. 
For each area considered by the Advisory Committee, the Office of 
Rent Stabilization is responsible for reporting to the Committee infor- 
mation on rent increases, its judgment as to whether in view of all 
the circumstances excessive rent increases have resulted or threaten 
to result, and its own recommendation as to whether the area should 
be certified as a critical defense housing area. 

Since August 1, 1951, 108 critical defense housing areas have been 
certified. Of these, 58 are areas where the rent stabilization program 
was not in effect immediately prior to the certification, and 50 are 
areas where the limited rent stabilization program was in effect just 
before certification. In these latter areas, the effect of the certifica- 
tion was to extend the program to housing accommodations which had 
been decontrolled by the 1947 legislation, such as new construction, 
conversions, hotels, tourist courts, ete. 

As a result of these designations the rents of approximately 555,000 
additional housing accommodations have been stabilized. The total 
population of these communities is approximately 8,000,000. 

While the Office of Rent Stabilization is only one in the group of 
agencies which advises on the designation of the critical areas, it does 
bear full responsibility for the administration of the rent stabilization 
program. One important phase of the extension of rent stabilization 
to critical areas is the determination of the level at which rents will be 
stabilized in each individual area. The law directs that due consider- 
ation be given to the rents prevailing during the period May 24 to 
June 24, 1950, and that allowance shall be made for subsequent 
developments such as general increases or decreases in pr perty taxes 
and other costs within the area. With this standard before us, we 
carefully consider all the relevant information we can obtain concern- 
ing each area which has been designated as critical, and tentatively 
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decide upon a “base date.” The Jevel at which rents are stabilized 
in the area is the level which prevailed upon that date. I must 
emphasize that the selection of this date is tentative. Whenever 
possible we discuss this tentative date with informed people in the 
community, and we are guided by their advice. 

In most cases we seek the advice of the members of the local rent 
advisory boards. In other cases we seek the advice of elected public 
officials, such as the mayors or city councilmen of the larger com- 
munities in the area. Thus we have the benefit of the informed judg- 
ment of the leaders of the community, and can therefore feel Cobhdent 
that we are obtaining, not merely a formal but also a realistic com- 
pliance with the standard of the law. 

You may ask whether the ‘base dates” selected as a result of these 
consultations have produced a dramatic roll back in rents. Although 
all the returns are not yet in, my answer would be that there has not 
been a sensational reduction in the general rent level in the majority 
of these communities. Quite frankly, that has not been our objective. 
The goals we have set are more modest and—I believe—more con- 
sistent with the purposes the Congress had in mind when it authorized 
the complete rent stabilization program in critical areas: 

1. We have stopped the desperate bidding up of rents for scarce 
accommodations. 

2. We have reduced what we call the “sore thumb” rents—the 
especially high rents which have been exacted by the gougers and 
the greedy. 

I must admit that we have not yet fully attained our second ob- 
jective. However, as we continue to improve the organization of 
our offices, and as our personnel in new areas gain greater familiarity 
with their duties, greater progress is being made each month in reduc- 
ing the “sore thumb” rents to fair levels which will no longer hurt. 

Before leaving the subject of critical defense housing areas, I would 
like to call the Committee’s attention to a proposal which has been 
made for limiting the rent stabilization program to “critical defense 
housing areas.” 

Unfortunately, the significance of the terms ‘critical’ and “non- 
critical” are not their usual ones when applied to rent-controlled areas. 
“Critical”? rent-controlled areas are those areas brought under control 
because they have experienced significant in-migration of defense 
workers or military personnel since June 1950. ‘‘Noncritical’’ rent- 
controlled areas are those which have not experienced significant in- 
migration. However, the so-called ‘‘noncritical’” areas are of great 
importance in our over-all defense program, since they include most 
of our great industrial cities. 

It is my opinion that this decontrol proposal would be a knockout 
blow to the general over-all stabilization effort. 

A majority of our major industrial cities, such as Chicago, Phila- 
delphia, Detroit, Cleveland, Boston, St. Louis, Pittsburgh and San 
Francisco, would suddenly find themselves without rent control 
because they have not been designated as ‘‘critical defense housing 
areas’’—due to a provision in the act requiring, among other things, 
the finding of a substantial in-migration before a city can be certified as 
“critical.” 

Of 106 cities in the United States with 100,000 or more population, 
a total of 52 have ordinary type of noncritical rent control that 
would be affected by the decontrol proposal. 
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This proposal would affect the lives of a third of our population, 
as 53,800,000 live in cities which would be decontrolled. The non- 
critical areas contain about 6 million rental units as compared to about 
1 million in the critical areas. 

The persons that would be affected the most by decontrol would be 
those in lower rental brackets, and living in major industrial cities. 
In my opinion, it would not be beyond reason to expect 50 to 100 
percent increases in the $30 to $50 per month bracket. 

This opinion is based on the fact that in 10 decontrolled cities 
rents rose 23.1 percent from mid-1949 to the 3-month period ending 
January, 1952. ~ 

The 10 cities are Birmingham, Houston, Jacksonville, Fla.; Los 
Angeles, Milwaukee, Mobile, Norfolk, Va.: Portland, Oreg.; Rich- 
mond, Va.; and Savannah, Ga. 

During the same period in 24 controlled cities, the rent increase 
was only 7.9 percent. The impact of decontrol on the lower rental 
brackets was even more marked than the over-all average increase 
would indicate. The following is indicative of what happened to the 
lower rents between the date of decontrol and the spring of 1951. 

During this period, from 50 to 86 percent of the units, which had 
previously rented for less than $30 per month, had their rents in- 
creased. The average rent increase for these units ranged from 29 to 
62 percent. Specific information is not available as to what has 
happened to these rents in the year that has passed since these detailed 
surveys were made. However, assuming the factors that were at 
work before last spring have not been further aggravated by the gen- 
eral inflationary movement, it is reasonable to estimate that, by this 
time, almost all of these rental units have experienced rent increases, 
and that the average rent increase since decontrol in this rental 
bracket in any of these cities is 50 percent or more. 

The foregoing data gives us some indication of what is likely to 
happen in cities like Chicago, Pittsburgh, and St. Louis, which are 
presently designated as noncritical rent-controlled areas. One-fourth 
of all rental units in Chicago, one-third in Pittsburgh, and one-half 
in St. Louis, rented for less than $30 per month in 1950. 

There are completely adequate guaranties in the present law to 
assure that the rent stabilization program will not be unduly prolonged 
in any area—whether critical or noncritical. The governing body 
of every incorporated municipality, and of every county, has full 
authority to terminate the rent stabilization program whenever it 
finds that the program is no longer required. 

The fact that local governing bodies with over 53,000,000 persons 
in their jurisdiction have refused to exercise their authority under 
this provision, is emphatic proof that most local officials are firmly 
convinced that the rent stabilization program is still urgently needed 
in their communities. 

Now, as to decontrol, while the present law provides for the exten- 
sion of rent stabilization to new areas, it continues the provisions we 
have had in previous years for the removal of rent controls. In 
addition to the local option provision I have just mentioned, this 
may be accomplished under the law in several different ways: 

(1) A State legislature may take action to remove Federal rent 
stabilization if it declares by law that the program is no longer 
necessary. 
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(2) A local rent advisory board may recommend the removal of 
rent control if it finds that the demand for rental housing of a particular 
class, or in a particular locality, has been reasonably met. 

(3) Finally, I am required by the law to decontrol when the demand 
for rental housing has been reasonably met. 

I have said many times that I am anxious to terminate rent control 
as early as conditions permit, and I renew my assurance to you that 
the Korean conflict has not changed my views. Clearly, however, 
the mobilization program has had varying impact in different com- 
munities. This fact, together with our experience in previous years, 
has caused me to rely primarily upon the people in the local com- 
munity for advice leading to decontrol. Accordingly, since August 1, 
1951, I have acted on my own initiative to remove controls from non- 
critical areas in only 17 instances. 

Relying on the advice of the rent advisory boards I have removed 
controls in five other localities. Finally, controls have been removed 
in 148 localities by action of the municipal authorities, and in 3 cases 
by action of county authorities. As a result of all of these actions, 
176,882 dwelling units in noncritical areas were decontrolled. 

Incidentally, upon the advice of the rent advisory boards dezontrol 
actions have been taken in 10 critical defense housing areas. These 
actions, however, with one exception have affected only certain types 
of accommodations—such as hotels or tourist courts—which the 
advisory boards found were in plentiful supply in their localities. 
Finally, in 13 cases, local governing bodies have acted to remove 
controls completely from communities in critical areas. Since two 
of these actions resulted in decontrol of the majority of the rental 
units in a county, I acted on my own initiative to remove controls 
in the remainder of the county. We are watching developments in 
these latter areas closely, and we sincerely hope that the termination 
of controls there will not impede the defense effort. 

Next, I would like to say a few words about the 20 percent increase 
provision. 

The Congress made another important change in the rent stabiliza- 
tion program last summer when it provided for increases in maximum 
rents of up to 20 percent of the maximum rents in effect for controlled 
accommodations on June 30, 1947. Through March 25, applications 
for these increases had been received for a total of 1,541,122 dwelling 
units. I am happy to say our area rent offices have complet ted pro- 
cessing of 99 percent of these applications. The applications resulted 
in rent increases for 1,457,510 units. Only 71,675 units were found 
inelegible. The average rent increase for the eligible units was 
10.8 percent. 

The reason why some units were not eligible, and why the average 
increase was not the full 20 percent, is that many landlords had 
already received substantial increases in their maximum rents for the 
relief of increased operating costs prior to August 1, 1951. The 20 
percent provision of the law of course required that account be taken 
of any relief for increased costs which had already been obtained. 

Now as to other rent adjustments and operating results, at the 
same time as the 20 percent rent increase applications were being 
processed, the agency continued to grant adjustments under all of 
the grounds which had previously been provided in the regulations. 
For instance, since August 1 adjustments have been granted on 
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255,874 units for such reasons as improvements to the property and 
for the addition of services and equipment. Rent adjustments were 
also authorized for 249,401 units because the 20 percent increase 
provided by law was not sufficient to offset the actual increase in the 
landlord’s operating expenses. 

During this same period 183,535 complaints have been received 
from tenants, and almost 178,000 of these have been satisfactorily 
adjusted. 

In 17,005 cases overcharge refunds totaling $2,006,126 were received 
from violating landlords. I am happy to report that we have had to 
resort to litigation to obtain compliance in only 2,031 cases since 
August 1. While tenants continue to receive protection from illegal 
evictions, permission was granted landlords to evict tenants for 
proper reasons in 45,015 cases. 

Now a word about local rent advisory boards. I hope I have 
not given you the impression that all of the important policy decisions 
during the past year have been made by the paid employees in our 
Washington office. Nothing could be further from the truth. 

We are firmly convinced that the rent stabilization program can be 
effective and acceptable only if it fits the needs of each of the individual 
communities and is responsive to public opinion in the communities. 
In line with this thinking, we have given much of the control over 
the program to the local rent advisory boards. 

Four hundred and twenty-five boards—all of whose members are 
volunteer representatives of landlords, tenants, and the general public 
in their community—are directly participating in this program today. 

I have frequently told the heads of our area rent offices that in 
handling individual cases they must follow the advice of their boards 
so long as it is within the legal scope of the regulations, and I have 
said this in the presence of the board members. The result has been 
a measure of home rule which many of us thought would be impossible 
in any Federal program. 

A brief sketch of a typical board in one of our larger New England 
cities will show you how this is w orking out in practice. Two landlords, 
two representatives of tenants’ interests, and 10 other prominent 
citizens of the community make up the board. Every Wednesday 
afternoon two five-man committees of the board hold oral hearings, 
at which landlords and tenants appear together to describe their 
problems. In most cases decisions are made at the hearing, so that, 
the answers are not only impartial but are speedy. 

In addition to the weekly meetings to hear individual cases, the 
entire board meets once a month. At the monthly meetings the 
general policies of the office are reviewed, and the board uses the 
knowledge it has gained in hearing individual cases during the past 
month as a basis for changing and improving the general policies 
which it has previously laid down for the guidance of the office. While 
all of these board members are very busy people, they are giving their 
time to the program without compensation because they are convinced 
that their participation has made the program responsive to the needs 
of their community. 

Boards like this one are meeting every day all over the country. 
Since August 1 these boards have considered over 40,782 individual 
cases. Equally significant is the fact that the paid personnel of the 
rent offices—who, of course, handle a much larger number of cases—are 
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following policies and ground rules which have been laid down for 
them by the members of the advisory boards. 

I do not wish to take the time of this committee to repeat what I 
am sure is obvious—that in this mobilization effort there have been and 
will be sudden and unforeseeable shifts of population as defense plants 
and military installations are opened or reactivated. Unfortunately, 
housing is not a commodity that can be shifted to trouble spots. 

The Housing and Rent Act protects defense workers and the 
military from uascrupulous rent gougers and stabilizes rents while 
the housing supply is catching up. At the same time, the act also 
protects tenants from unwarranted rent increases in other communities 
which, while they do not qualify for the critical area designation, 
still have a serious housing shortage. In these classes of areas, rent 
control—in my opinion—is still necessary. 

Therefore, I respectfully ask this committee to extend rent stabiliza- 
tion until June 30, 1954, as provided in H. R. 6546. 

The Cuarrman. Mr. Cole, do vou have any questions? 

Mr. Coz. If I may, I would like to pass to Mr. McDonough. 

The Cuarrman. Mr. McDonough. 

Mr. McDonovan. Mr. Woods, you indicate, on page 6, your No. 3 
outline of what can be done. What do you determine as ‘“‘reasonably 
met?” 

Mr. Woops. Our usual procedure, Mr. McDonough, is to make a 
survey, and if we find that in a community there is an overall vacancy 
rate of between 4 and 6 percent, we feel the demand for housing has 
been reasonably met and we should get out. 

Mr. McDonoveu. You mean, you think the percentage between 
4 and 6 is a fair yardstick? 

Mr. Woops. Yes, sir; I do. 

Mr. McDonoveau. Insofar as your cooperation with local governing 
bodies is concerned, of course, the law provides that the Defense 
Mobilizer and the Secretary of Defense, make a survey. That is they 
assign you to the job to go into the area and make a survey. 

Mr. Woops. Only one phase of it, Mr. McDonough. 

If an area is up for consideration as a critical defense area, there 
are several types of surveys that have to be conducted simultaneously. 
There must be figures furnished on the in-migration of either labor or 
defense workers, there must be switches, which are made either by the 
Department of Defense or the Labor Department, and there must be a 
survey of the housing shortage by FHA, and only after that are we 
asked to give an opinion as to what would happen to rents. 

Mr. McDonoveu. What do you think of an amendment providing 
that after the survey is made, it is presented to the local governing 
body for review? 

Mr. Woops. Actually we have been doing it informally. Such an 
amendment would not bother me at all. 

Mr. McDonovau. Take the area, for instance, of San Diego. 
That is a pretty heavy military and defense occupied area. There 
is no rent control there now, is there? 

Mr. Woops. Oh, yes, San Diego was one of the critical areas, sir. 

Mr. McDonoveu. When did you put it under control? . 

Mr. Woops. It was one of the first to go under, I believe, September 
or October—a year ago last fall, the fall of 1950. I believe it was 
October. 
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It was one of the earliest. 

Mr. McDonoveu. It has not been a year, has it? 

Mr. Woops. No; October or November of 1951, am sorry. That 
is correct. 

Mr. McDonovcu. Have you made any survey in the Los Angeles 
area? 

Mr. Woops. No, sir; we have not. Until actual evidence of a 
shortage is brought to the attention of one of the agencies comprising 
this critical areas committee, no formal survey is made. 

I do not think any has been made of the Los Angeles area. We 
have not, I know, because I am sure Los Angeles has not been docketed 
as a potential critical defense area. 

Mr. McDonoveu. That is right. Do you find that the buildin 
of rental units, such as apartment houses, duplexes, and small renta 
units, has been inhibited in the controlled areas to any large extent? 

Mr. Woops. No, Mr. McDonough. I don’t. As a matter of fact, 
I feel eh there is no relation between new construction and rent 
control. 

We have kept pretty good track of construction trends, and tried 
to compare cities that have been continuously under control with 
similar-size cities that have been decontrolled, and we have found, 
at least in the group that we surveyed—and I think we surveyed 9 
or 10 brackets of cities—there is no relationship with rent control. 
Other factors must be the guide, because we have found that in many 
of the controlled cities, continuously under control, of a similar size 
to a decontrolled city, the rate of new construction is far greater in 
the controlled city than in the decontrolled. 

In other instances the reverse is true. But there was enough of an 
irregular pattern, at least in my opinion, to feel that control is not 
the determinating factor. 

Mr. McDonoveu. You mean it is not now. It apparently was 
immediately following the war, when, I imagine, due to the adjust- 
ments that have been made, the relationships between your office 
and the landlord have improved the situation, perhaps. 

Mr. Woops. Well, I think there was a fear of a sword hanging over 
their heads. 

Mr. McDonovuan. Well, the complaint usually was that because 
of rent control the landlord could not improve his property, and even 
the renter was complaining. He was paying the rent-control rate 
but he was not getting satisfaction out of the unit. 

Do you mean to say that that has in your experience, in your 
surveys, more or less passed out of the picture and that new houses 
are being built in the controlled areas, and of course in the decontrolled 
areas there isn’t anything to stop them. 

Mr. Woops. I think there are two things which are pretty much 
responsible for that, Mr. McDonough. 

One is, we have given our local man much wider discretion, and the 
second, and probably the more important, is the power, the authority 
welded by the local rent advisory board to take conditions as they 
find them in their community, and fit the law to fit local conditions. 

Mr. McDonovuen. Do you have many hold-over cases, litigation, 
from the previous act, that are still pending? 

Mr. Woops. Yes; I think we have a few. Once in our clutches 
we never let go until it is settled. 
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Mr. McDonoveu. In other words, any case that is'3 or 4 years 
old, is still in your hands? 

Mr. Woops. Mr. Dupree, the general counsel, informs me that 
it is less than 10, but there are still a few. 

Mr. McDonoveu. That is all, Mr. Chairman. 

The Cuarrman. Mr. Brown. 

Mr. Brown. Mr. Dupree, what are the operating costs of this 
agency? 

Mr. Woops. Between $12 and $13 million a year, Mr. Brown. 

Mr. Dupre. $12,708,000, for personal services. 

Mr. Brown. That is for the last year? 

Mr. Duprer. That is right. 

The Crarrman. In fixing the rents, to what extent do you consider 
the historical rent and the appraised value of the property? 

Mr. Woops. We do not consider the appraised value of the property 
at all, Mr. Spence. In fixing a rent we use a comparability standard, 
as to what was the generally prevailing rent for that type of accom- 
modation the last time it was free. 

If I may continue, in my opinion, using that standard, that com- 
parability standard, rents, when they are free, will pretty much 
reflect the value of the property. In other words, in the city that I 
know best, a property on Lake Shore Drive, valued at a very high 
rate, will reflect that in very high rents. 

A property in a run-down area, when free, will reflect rents of a 
lower nature. 

But we have never, frankly, used an appraised-value standard in 
setting rents. 

The CuarrmMan. The acute need for housing is created largely by the 
shifting of population, isn’t that true? And does that not result in an 
increase in housing in some quarters, much more than is needed? 

Mr. Woops. That had been true in these critical areas, Mr. Spence, 
but it is not generally true. We still have many cities in which we 
have never caught up. I mean they are still trying to catch up with 
some day in the past when they had adequate housing. 

But that would be definitely true in critical areas. 

The CuatrmMan. Mr. Cole. 

Mr. Coir. How many units are now under rent control, Federal 
rent control? 

Mr. Woops. 6,700,000. Very close to that. 

Mr. Corr. That is the number of units? 

Mr. Woops. Yes. 

Mr. Cour. I always argued with you a little bit about your per- 
centages of rise in rents after decontrol. 

On what basis are your statements made, at the bottom of page 4? 
Where did you get the figures? 

Mr. Woops. Those tabulations were based on actual figures 
obtained from the Bureau of Labor Statistics. 

Mr. Cote. I wonder if that might be included in the record, if it is 
easily available, 

Mr. Woops. Yes, sir; we can include it in the record. It is from 
the Bureau of Labor Statistics. We can insert the proper one. They 
issue them every month. 

Mr. Coxe. Will you include it for all of the decontrolled cities, or 
is that too much? 
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Mr. Woops. They only survey certain cities. 

Mr. Coie. You have all of those that they have surveyed? 

Mr. Woops. Yes, sir. 

Mr. Cour. Would you include that? 

Mr. Woops. Yes, sir. 

Mr. McDonoveu. Will you yield? 

Mr. Cots. I yield. 

Mr. McDonovau. In reading that, is it to be interpreted in this 
manner? It reads: 

This opinion is based upon the fact that in 10 decontrolled cities rents rose 23.1 
percent from mid-1949 to the 3-month period ending January 1952. 

Do you mean it rose 23.1 percent in all of those cities, or is that the 
minimum or maximum? 

Mr. Woops. That is the average, Mr. McDonough, of the 10 cities. 

Mr. McDonoveu. It is unfair to those in which it did not rise 
23 percent. And it may not be enough for those that rose higher 
than that. 

Mr. Woops. Well, in using averages it, does——— 

Mr. McDonovau. It makes the record look bad for the cities where 
did not rise 23 percent. 

Mr. Woops. We can give a breakdown for the record. 

Mr. Coxe. That is the reason I asked that. 

Mr. Woops. City by city. 

Mr. Cote. I wish you would. 

On page 5 of vour statement I have somewhat the same type of 
question, Where you say from 50 to 86 percent of the units which had 
previously rented for $30 a month had their rent increased. That is 
in how many cities, 24? 

Mr. Woops. No; that is in 10 cities. 

Mr. Coin. That is in those 10 cities? 

Mr. Woops. Yes, sir. 

Mr. Coie. Again, that ratio or spread between the 50 percent to 
86 percent of the units, we do not know how many were in the 50- 
percent class and how many in the 86-percent class. 

Mr. Woops. In our submission, Mr. Cole, we will list them city 
by city with those figures. 

(The information referred to is as follows:) 


a 
—s 








326 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





Increases in rents in 34 large cities under various stages of rent control as shown by 
Bureau of Labor Statistics rent indexes 






























Percent in- 
jcrease in rents 

Cit Date of de- | mid-1949 to 

y control November 

1951, 
January 1952 
Decontrolled cities: 
NID oh cic wis wlaamiecsiresancca ois isis Sibtghenbth Uealmcsbcbiaiscidachciaus nits bite May 25, 1950 31.7 
Ri aearaaey. TES SORES ORG SAR RE AN AE Oct. 19, 1949 24.5 
Dem cee ae oe ial id es aed Aug. 5, 1949 19.1 
TIRE DUNO 0 dncink winicihciaeildbhinnchiasbaahlbite Ste Dithadlei Te pti Naat? Sad Dec. 21, 1950 19.7 
| RR AIRES? 2S 2 Se OAR eed ROE RMR 8 A I et ERAN et a een Aug. 5, 1949 37.3 
EES ae ey PES SOS | PPPOE aes eee May 25, 1950 9.9 
Semaine urate te neg ltt ie eg lain did lhe Bi Naor ears ol Mar. 25, 1950 18,3 
ON Te aS a Pe a a rs eeeey Dec. 29, 1950 17.1 
SS SEE RE RE ESOT Ea Sas OP ARR RE Mong June 25, 1950 19,3 
Es > andowkedin dus chaste eniinh caused techs bed eebebae cubed Mar. 6, 1950 21.6 
is aieicitendy <conadiediendsdidictniannedetunaa>tagerne Cekebasaoeecitodson: cocoon ue te 23. 1 
Controlled cities: 

pg Ee ETRE EASA DIS RGN, SMC RNG ORE Se) OTS OE LSI SRR SE ARNE ep et 8.9 
EE EEE IS PONENTS HG RENEE © Ge ORT TEES nT SEMIN 9.6 
| REE ERS Ser Sco I 025 Pacey a OES VAAL SONS Me BR Naat, 9.6 
SOO idk Sicdeicai hp ap dtacnailichas Accel KIEL ~Libb huscbancbhlduatgl. AP SAREE BN 5.2 
DSIRE RS ARS ARS EEG MERRILL ET ARNE SINE SOD | REAS EIR i 9.0 
oR SE TASSELS EA ae RR OS F211 Ks Fb ETERS Ye AE 6.1 
ee, RES RTE PSIG ETE Ks SE AE EOD eS 2 RE EET 10.0 
ROE et WEE As Ee Ko OAS BBE SpE EBA Ts Mh [MEM a se toes: 11.3 
SPRUNG oe inci amdicmachasnaicn qeebeabicddtie Meeiws abe baeiae thik tdeGR aed Bac, 3g 9,2 
O_O SE ERR ER! NEOPETS 9.2 
reson aie ig ERE EE ES EE PAELLA TELE SEES SS 56 ELE WO BERET 8533 0 11.0 
NS SR NE IS RN RNe 25 SE RSE TE Re 12.7 
eg REEL SEEN TARLETON, iO AEE sin 10.2 
ere eer EE SRE ESO RATES SC ee ee te SR ROTTS FEET LO PSR ae 10.0 
EE BED EEE LE ELE DELETE i 8.4 
WNEMNE 5s Ccdidnebiskbndsrnwdtichsokbcdonasmcbbulcaboahb iinet ccdsd Gates 4.2 
SERRE FI TENE See RRR TT A: RT REN 5.8 
a IR RG EEE EES, BS AL AEE BER te EE i ee SCORE IS. BMC Rag Se 7.5 
PURINE, WEIS is oa cnnacniccich Uk ciduiidencinhumnnncdadnabadaiiake capi UGE Len: eee 7.8 
| ORE EE ERS OW BRON ORL SPE Ne ER NON EER Ue 8.9 
rae Me a pe EIT TELE TLBEE SIAL AGES E88 ATLASES AG LRERTES TRIE 12.1 
i EE RITE CTL, ELE TTT LE CRE ANCE PAGER YS DAE EF 8.9 
Co, RR ete EE AEA ENS EERE OR ALS Dit Ae Rar, Co ital AMET 11.8 
Washington._......... nls amend iiadieaalaspnbaiuiss nembigtatiiag titan waabeeeaae 12.4 
Rvs 2 inn inuuiascumbed 7.9 
Fk RRR I Ltd SENOS MESO DS a ROR VAR las AILS ee ets IM 10.7 











1 Recontrolled as of Nov. 1, 1951. 
Source: BLS, Feb. 29, 1952. 
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For release Thursday morning papers, April 26, 1951 
INCREASES IN RESIDENTIAL RENTS IN NINE DECONTROLLED AREAS 


In nine areas (see table 1) where rents have been uncontrolled for from 2 to 18 
months, from 28 to 70 percent of all rental units have experienced rent increases, 
according to the United States Department of Labor’s Bureau of Labor Statistics. 
In seven of the cities more than one-half of all rental units have had increases, 
and in three cities rents have been raised in more than two-thirds of the units. 

The cities are among the 34 large cities where samples of residential dwellings, 
carefully selected to represent all sections and types of structures in each area, are 
regularly surveyed by the Bureau of Labor Statistics for its Consumers’ Price 
Index. Average iticreases in rents over the period for all units (including those 
dwellings which had no rent changes) range from 4 percent in Mobile to 23 
percent in Birmingham. Among the dwellings reporting rent increases, the 


average increase after decontrol varied from 17 percent in the Norfolk area to 
35 percent in the Birmingham area. 

In every city the largest percentage increases in rents occurred among the 
dwellings which rented for less than $30 per month before decontrol (see table 1). 
In five of the cities over two-thirds of the dwellings in this lowest rent group 
reported increases after decontrol, while in Birmingham and Savannah more than 
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80 percent had increases. The average rise in rent for the units reporting increases 
in this group varied from 29 percent in Richmond and Savannah to over 50 
percent in Jacksonville and Houston. 

Rent control for most cities became effective in 1942 and remained relatively 
rigid until mid-1947. The average rent increase for the 34 cities for the period 
September 1939 to mid-1947 was 7 percent. The advances among cities varied 
considerably, largely because rents increased much more rapidly in some cities than 
in others prior to the imposition of controls in mid-1942. Thus, rents in Birming- 
ham, Mobile, Savannah, and Norfolk, all important defense centers with large 
war orders, rose 15 percent or more over this period. 

Percent increase in rent, 

$4 large cities 

ROIs, erica aie od ow cin adn onaccenccccsumnccana 5 

EE PO EUR LS ake codddcaanencensanaaccmeane 1. 

Rr og TORT ST RE” 5 RR ee a 1 eR REO RR, ne Reena Pa Po 13. 
June 1949 to February 1951: 

Average of all cities. ... 2... 2-2 ue MO PORES eae PERI M95 na om 6 

ICE URC nd nem ee a 3. 

BPRRMIEPOUON CHING. ooo os os a eS ocean 2 wa ee 19. 


During the period mid-1947 to mid-1949, new construction was exempted from 
controls, and landlord-tenant voluntary 15 percent increases were permitted 
under the Housing and Rent Acts of 1947 and 1948. Residential rents increased 
rapidly in this period by an additional 13.8 percent. 

Beginning in 1949, the Federal rent-control legislation was further amended to 
permit area-wide decontrol, subject to appropriate action by the local community 
or the State, or when initiated by the Housing Expediter. When an area was 
decontrolled as a result of action by the Expediter, he could recontrol it if sub- 
sequent rent rise justified such action. All of the nine areas included in the present 
survey were decontrolled by State or local action, and consequently none is subject 
to recontrol under the present law. The average rise in rents since mid-1949 for 
the nine decontrolled cities was 19.8 percent. In contrast, the cities which 
remained under control rose an average of 3.5 percent. 


TABLE 1.—Changes in residential rents in 9 decontrolled cities for rental dwellings 
with kitchen facilities 









































| | All rental units | Units renting 
| | for less than $30 
| | | per month, 
Number | With increases | 4.,,. | With increases 
ae | of a Line aad 
: ate decon- : nai decon - | Poeie tet 
City trolled Period of survey trolled | Their ve ncaton Their 
at time |Percent| over | in gen- | Percent) aver- 
ofsurvey | report- age ners! phon report- jage per- 
ing in- peed son rent | mgin-| cent 
CTeASeS | Crease leve] | creases in- 
| , crease 
Birmingham __| May 25,1950 | December 1949 to 9 71 35 23 86 50 
February 1951. | 
August — to Feb- | 55 38 15 71 45 
ruary f | } 
Houston '.... Oct. 19,1949 |) February 1950 to | 16 22 23 4 35 64 
February 1951. | 
June an De- [ 52 28 11 67 37 
: '} cember 1949. | a 
Jacksonville!../ Aug. 5,199 |) December 1949 to | " i) 3] 3 2| 30 33 
\(_ December 1950. | | 
Los Angeles...| Dee. 21,1950 | November 1950 to | 2 | 7 23 | 9 | 56 40 
| February 1951. | | 
Milwaukee....| May 31,1950?) February 1950 to | 9 | 55 24 | 14 60 37 
| February 1951. | | 
Mobile........ May 25,1950 | December 1949 to | 71 28 24 | ne. 2 38 
| | _ December 1950. | | 
Norfolk. ._....} Mar. 23,1950 | February 1950 to | 11 | 41 | 17 | 7 | 54 | 31 
| February 1951. | 
Richmond.-... June 25,1950 | January 1950 to | 7 | 60 | 20 12 74 | 29 
| January 1951, | j | 
a 10 | 64 | 26 | 14 | 85 | 29 


Savannah.....| Mar. 6, 1950 |.....do_-- 


1 Following decontrol in Houston and Jackscnville, the Bureau selected a new sample of dwellings. Con- 
sequently, this data eould not be combined into 1 over-all period. 

2 The date of Federal decontrol (Aug. 5, 1949) coincided with the beginning of Wisconsin State control 
which permitted rent increases up to 30 percent. During this period of State control from mid-1949 to Feb. 
15, 1950, rents for all units in Milwaukee rose 12 percent; 60 percent of the rental units had increases averaging 
$8, or 20 percent. From mid-1949 to Feb. 15, 1951, including the period after State rent control was removed, 
the average increase in rent for all units was 28.7 percent. 
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TABLE 2.—Increases in rents in 34 large cities under various stages of rent control as 
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shown by Bureau of Labor Statistics rent indexes 








| 
| 
City | 
| 


Decontrolled cities: } 


Birmingham 


Houston 


Jacksonville. __..._- 
Los Angeles. ___ 


Milwaukee 
Mobile. 
Norfolk__- 
Richmond. 
Savannah 
Average 


Controlled cities: 


Atlanta 
Baltimore. _ 
Boston__ 
Buffalo __ 
Chicago 


Cincinnati. ........ 


Cleveland 

Denver__._- 
Detroit : 
Indianapolis 
Kansas City 


Manchester _- 


Memphis 


Minneapolis__--- 


New Orleans a 


New York 


| May 


Date of de- 
control 


25, 


Rise in rents including effect of new housing in 

















| Oct. 
| Aug. 


Dec. 
Aug. 
May 


Mar. 


June 


Mar. 


19, 


on ¢ 


21, 


5, 1949 | 


25, 
23, 
25, 

6, 1950 





Philadelphia________--.----___- 


Pittsburgh - 


Portland, Maine 


Portland, 
St. Louis 
San Francisco 
Scranton 
Seattle 
Washington 


Average __ 


Oreg. 


Average 34 cities index____ 





' Based on rent indexes for the period 1940-49 revised to include the effect of new rental housing. 


indexes will be 


available shortly 





period ! 
: 
| Prewar to eae | rent Prewar to 
first major z present, 
ek ve panes l sear oe 4 eegeeanbier 
| in Ren 1939 to 
Mid- 1949 
Control | December 
| Act? Sep- | Mid-1947 | f0 Decem- | “r9s0 to 
tember 1930) te mid- 1949 | February 
| to mid-1947 | February 
1951 
| Percent | Percent Percent Percent 
| 14.8 19.0 26.8 73. 2 
| 7.3 19. 2 | 22. 6 56.9 
| 11.3 18, 2 | 13.4 45.5 
| 6.6 19.5 16.1 47.9 
| 7.6 11.1 28.7 53.8 
16.9 10.1 | 5.0 35. 2 
19.5 10.7 | 9.0 44.1 
5.1 20.5 14.2 44.6 
| 21.0 9.5 | 15,1 52.4 
‘ * mere --| 19.8 53.2 
6.9 23.6 | 6.6 40.9 
8.1 15.2 5.4 31.3 
6.7 | 12.5 | 4.4 5.3 
| 12.1 | 12.0 } 3.0 29.3 
| 8.2 20. 4 | 3.8 35.2 
j 6.1 11.3 | LZ 20.1 
11.4 | 11.8 | 6.9 33.1 
| 13.7 | 21.4 | 8.2 49.3 
| 10.2 12.5 | 3.1 27.8 
8.4 14. 2 | 5.1 30,2 
| a1 | 19.7 | 6.4 38.9 
} 9.7 8.5 5.4 25,4 
13.9 21.1 4.9 44.6 
4.6 19.5 5.9 32.4 
9,2 15.5 5.3 | 32.8 
1.9 | 8.4 | 27 11.8 
5.8 13.1 2.5 | 22.7 
3.5 | 11.6 } 2.0 | 17.8 
5.9 7.5 23:1 16.4 
10.9 13.3 8.1} 35, 7 
6.2 | 13.6 4.2 | 25.7 
6.4 | 10.5 | 3.3 | 21.5 
3.5 | 10.0 | 6.2 | 20.9 
13.2 | 15.9 | 5.7 | 38.7 
3.9 | 7.9 5.3 | 18.0 
3.5 | 25,1 
6.8 13.2 6.2 | 28.4 








These 


2 Federal rent control instituted beginning in June 1942. 


8 Decontrolled at the end of December 1950. 


No information available beyond Jan. 15, 1951. 


TABLE 3.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Birmingham area, Alabama, decontrolled May 


25, 


1950—Dec. 16, 1949, to Feb. 15, 


1951 








Rent group as of December 1949 





Tetal. 0... 
Under $30__ 


$30 to $49.99. ____ 


$50 and over 


Average per- | 


cent increase | : 


(including 


| changed and | 


unchanged 
rents) 


Units reporting rent increases 


Were this 
percentage 


| of all rental 


units in the 
group 


} fe 


tee 
ao~_ 


Were higher by 


Percent 
| $7 35 
7 | 50 
10 | 25 
i | 18 
| | 





12 percent of all rental units reported decreases during this period, averaging $6, or 11 percent. 
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TaBLE 4.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Houston area, Texas—decontrolled Oct. 19, 
1949 





Units reporting rent increases 





Average per- 

cent increase 

Ye are this 

Rent group as of beginning of period chanted ona ermine 4 

unchanged | of allrental | Were higher by— 
rents) units in the | 

group 











Aug. 16, gn to Feb. 15, 1950: | Percent 
Tota ea teradn ond waebnetia 38 
ji eee et ae | 45 
a | SR se ne ene ee elle | 5 g | : 35 
LR ee ee abe | 9 | 32 











Feb. 16, 1950, to Feb 
Total. _- meta lg Wd j } | 23 
J. ee 2 ae aS. Sami } 2 3 | 64 
Oo) te ore. 00... k=... ) RES 29 H 22 

$00 anid over. _........_- be SRS 2 eee ae | (4) | 


| | 
| | 





12 percent of all rental units reported decreases during this period, averaging $7, or 15 percent. 
113 percent of all rental units reported decreases during this period, averaging $6, or 10 percent. 
? Less than 0.5 percent. 

* Not shown because of the small number of units represented. 


TaBLE 5.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Jacksonville area, Florida—Decontrolled 
Aug. 5, 1949 





| | Units reporting rent increases 
| Average per-|___ 
cent change | 
| (including Were this | 
changed and | percentage 
unchanged | efallrental | Were higher by 
rents) | units in the | 
group 


Rent group as of beginning of period 


June 16, 1949 to Dec. 15, 1949: | | Percent 
le RT tsa Sa dese | , | 28 
Under $30 24 | 37 
OE RES SE Se eae oe nec et 7 18 
$50 and over | 2 27 
December 16, 1949 to Dec. 15, 1950: | | { 
Total. > 
Under $30 0 | 30 | } 33 
$30 to $49.99 i . | 7 
() 





1 4 percent of all rental units reported decreases during this period averaging $5 or 10 percent. 
29 percent of all rental units reported decreases during this period, averaging $8 or 13 percent. 
3? Not shown because of small number of units represented, 


97026—52—pt. 1——-22 
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TaBLe 6.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Los Angeles city proper, California—Decontrolled 


Dec. 21, 1950 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 








Units reporting rent increases 


















Average per- 
cent increase m 
Rent group as of February 1950 Perea pod Mba h wd 
unchanged | of allrental | Were higher by— 
rents) units in the 
group 
Feb. 16, 1950, to Feb. 15, 1951: Percent 
pi Sp DURES GRR eae EINE Oi ete emis ae nina 110 54 $10 25 
RE icicnnntbdekenesbeninasintihaeielaci weld cbequeat 28 67 9 42 
ok | a ee! _ RE SEES 18 68 10 26 
RS a ee Sa RE Se See eee 3 33 ll 7 
Novy. 16, 1950, to Feb. 15, 1951: 
5, NIRRBRSRE IERIE 2 AHS ae ees Somer emote re Fo ETS 29 47 10 23 
Ris wicca keninn schiomntactetinaninnis 22 56 9 40 
STE ETE eo: AE 15 61 9 23 
EE EE ee Sg a De 4 27 ll 16 











! 5 percent of all rental units reported decreases during this period averaging $11 or 14 percent. 
2 1 percent of all rental units reported decreases during this period averaging $5 or 7 percent, 


TABLE 7.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Milwaukee area, Wisconsin, decontrolled 











Aug. 5, 1949 \—Feb. 16, 1950, to Feb. 15, 1961 
Units reporting rent increases 
Average per- 
on eg Ww hi 
we . (including ere this 
Rent group as of February 1950 changed and | percentage 
unchanged | ofall rental | Were higher by— 
rents) units in the 
group 
Percent 
c,h pe RRS RR ne tne eNOS 214 55 24 
SEE: ncn tacpinccwnsnncsonesgnbeabond tum pseaieie nie 22 60 9 37 
SE tkttceneepdosudnsehoncgnesshanebnnananananes 15 55 10 26 
10 53 13 20 





SNE 0 s\n inddiinanacieguapenedsebiilbiccinceaeunaices 











1 The date of Federal decontro] (Aug. 5, 1949) coincided with the beginning of Wisconsin State control 


which permitted rent increases up to 30 percent. 


15, 1950, rents for all units in Milwaukee rose 12 percent; 


aging $8, or 20 percent. 


60 


removed, the average increase in rent for all units was 28.7 percent. 
? Less than 0.5 percent of all rental units reported decreases during this period. 


During this period of State control from mid-1949 to Feb. 
reent of the rental units had increases aver- 
From mid-1949 to Feb. 15, 1951, including the period after State rent control was 


TaBLE 8.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Mobile area, Alabama, decontrolled May 26, 


1950—Dec. 16, 1949, to Dec. 15, 1950 





Units reporting rent increases 








Average per- 
cent a w ee 
" (including vere this 
Rent group as of December 1949 changed and | percentage 
unchanged | ofallrental | Were higher by— 
rents) units in the 
group 
* Percent 
SUD cc Sitesi caine pelea sls cele pope aie ckigdbincece inapaine hte 14 28 $6 24 
RRR SET EIFS Ce SR I oe 16 51 5 38 
Se A I biesoain 5 cniereinnnos ualureinch dawn cabinets gatate sala 1 8 8 20 
2 32 7 ll 














13 percent of all rental units reported decreases during this period, averaging $6 or 12 percent. 
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TABLE 9.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Norfolk area, Virginia, decontrolled Mar. 23, 


1950—Feb. 16, 1950, to Feb. 15, 1951 
Units reporting rent increases 





Average per- 
cent increase : 
Rent group as of February 1950 hanedand St 
unchanged | ofallrental | Were higher by— 
rents) units in the 
group 


Percent 
17 
31 
15 
ll 

















12 percent of all rental units reported decreases during this period, averaging $7, or 12 percent. 


TaBLE 10.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Richmond area, Virginia, decontrolled June 26, 


1950—Jan. 16, 1950, to Jan. 16, 1951 
Units reporting rent increases 








Average per- 
cent ene = 
(including Jere this 
Rent group as of January 1950 changed and | percentage 
unchanged | of all rental | Were higher by— 
rents) units in the 
group 


Percent 
60 

74 29 
69 | 19 
35 y | 14 














I iia iris shines cialis i ach errind ni niin rece obicn wa deja’ 
12 percent of all rental units reported decreases during this period, averaging $8, or 14 percent. 


TABLE 11.—Changes in residential rents for rental dwellings with kitchen facilities, 
covering the period since decontrol, Savannah area, Georgia, decontrolled Mar. 6, 





1950—Jan. 16, 1950, to Jan. 15, 1951 
Units reporting rent increases 








Average per- 
= ome _ | 
neluding | Vere this 
Rent group as of January 1950 changed and | percentage 
unchanged | ofallrental | Were higher by— 
rents) units in the | 
group 


! 
| Percent 
26 


29 
24 





() 











1 4 percent of all rental units reported decreases during this period averaging $7, or 13 percent 
2 Not shown because of the small number of units represented, 
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Mr. Coxe. That is all. 

The Cuarrman. Mr. Deane. 

Mr. Deane. I have three questions, Mr. Woods. 

In areas where presently there is rent control, is there any evidence 
that it causes a waste of housing? 

Mr. Woops. Well, again getting back to figures, if you would look 
at figures, it would appear that we are using more housing per capita. 
That is true. I do not think that you can blame that on rent control. 
I think it is a trend. That as people are asking for larger refrigera- 
tors—a year ago it was 10-inch televisions and now they want 20—they 
want bigger cars—they also want more space. 

We have checked figures of the Census Bureau, and we find that in 
new units, where rent control is not a factor at all, the trend is, for 
fewer people to occupy more space, with rents high as they are. That 
is going on in new construction even to a much greater degree than in 
construction that is under control. The trend is there. There are 
fewer people occupying more housing space. 

But I do not feel that that is caused by rent control. It is just a 
desire for better housing conditions, for more room, more comfort. 

Mr. Deane. How does it affect or discourage new construction? 

Mr. Woops. I do not think it discourages it. I think that there is 
a trend, among landlords—and to speak as a professional landlord 
for a moment, I think there has always been a tendency, if you have a 
choice, to take a smaller family, or one where both are working, with 
less wear and tear on the space. I think it is a normal trend, and a 
good business practice of the landlord profession. 

Mr. Deane. Is there rent control in Alaska? 

Mr. Woops. Yes, sir. 

Mr. Deane. I was there about 2 years ago, and the housing situa- 
tion at that time was critical. What about housing in Alaska at the 
present time, as it applies to the military? 

Mr. Woops. Alaska was one of the first areas to be declared critical. 
I cannot speak for the number of units that have been programed 
under housing, but I can give you our part of the picture. 

We found, when we went into Alaska last fall, with full-scale control, 
probably the worst condition of any place belonging to this country. 

Mr. Deane. Tell us the rental range. 

Mr. Woops. I saw, with my own eyes—because I visited Alaska— 
Quonset huts of the size—well, I believe they were 24 feet long by 12 
feet wide, divided in two, with each side rented to a family—a family, 
not a single person—a sergeant and his wife with one child, probably, 
rented for $90 a month each, with no inside plumbing; that was not 
an isolated case. That was typical. 

Mr. Deane. Where? 

Mr. Woops. In Fairbanks, Alaska, and also in Anchorage. 

Mr. Deane. When? 

Mr. Woops. Last fall. That was just when the area had been 
declared critical. 

Mr. Deane. What rent did you then authorize for that type of 
dwelling? 

Mr. Woops. I think we cut those exactly in half. Under this 
provision of the act, we have been able to go in, and we would con- 
sider that as one of the ‘“‘sore thumb” rents, and have been able to 
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cut that rent. I followed that case because I thought it was 
particularly horrible. 

We were able to cut those exactly in half, and I still think that is 
a generous rent. 

Mr. Deane. Does the Army personnel receive more for housing 
there than they would here in Washington? 

Mr. Woops. I do not know, Mr. Deane; I am sorry. I know 
civil-service employees do—not in the way of housing, but I believe 
they get 25 percent more in salary. But whether the military 
receives more for housing, I do not know; I am sorry. 

The CHartrMaANn. Due to the rigors of the climate, housing is much 
more expensive up there, too, is it not? 

Mr. Woops. It is much more expensive, but most of the housing 
agreements, Mr. Spence, are for the tenant to furnish his own heat, 
which adds also a further burden. I do believe, though, that in 
Alaska, progress is being made, both on the housing side, and I know 
it is being made in reducing some of these “sore thumb”’ rents. 

Mr. Deane. What is the other most critical spot in this country? 

Mr. Woops. There are still several of them. Some of the camps 
are still our sorriest set-ups. Camp Lejeune, N. C., is still in bad 
shape; Fort Leonard Wood, Mo., is still in bad shape; Camp Rucker, 
Ala., is still in bad shape. Those come to mind because we are con- 
stantly having them brought to our attention, because, as you do not 
have the housing in these areas, our job is that much more difficult. 

Mr. Deane. That is all, Mr. Chairman. 

The Cuatrman. Mr. Nicholson. 

Mr. Nicuotson. I do not know as I have too many questions 
to ask. 

I was wondering if it was not about time when we could do away 
with this now. You have put in 5 or 6 years of pretty valuable 
service. When you give them 20 percent, we do not hear any more 
about it, and do not know that there are any more rent-control boards 
around. Do you not think it is about time? 

Mr. Woops. Well, Mr. Nicholson, that was a very kind remark, 
but it is still with us. The only reason you are not hearing the com- 
plaints is that you have these local people who are now handling them. 
The complaints are still there. Landlords do not like it any better 
than they did 5 years ago, and tenants still complain about their 
rent. But now the big difference is that there is a group of local 
people whom they know by their first names, who listen to the com- 
plaints and can solve the difficulties at the local level. 

You would say then, “Well, why do you need the Federal law?” 
What makes the operation of these rent advisory boards so effective 
is that while they use common sense, and they settle them on an 
equitable basis, they do have the backing of a Federal law that has 
been tried and tested through the courts, so that when they have to 
crack the whip, as they do occasionally, it is effective. 

I do not think the time has yet come when we can do away with it, 
particularly in these areas where we have not yet caught up with our 
housing. 

Mr. Nicuoison. Of course the camp business is something that 
you cannot control, for anybody else, if the Government intends to 
send these boys from Massachusetts down to Alabama, and the wife 
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wants to go, and there is no housing. That is the fault, I say, of the 
armed services. They should provide some kind of a place for a man’s 
family, or let him stay within a hundred miles of his home and get his 
training there. 

Of course, the way they do it, somebody in Massachusetts is in- 
ducted in the Army, and so they send him down to Arkansas or Ala- 
bama, or North Carolina or somewhere else. 

Then they send the Texas boys up to Massachusetts. That is 
something I don’t understand. It is just beyond me. 

We do not have too much trouble with the two camps in my state- 
ment, and I do not think you have too much trouble on them. 

Mr. Woops. No, we do not. I inquired this morning. I do not 
think either of those camps has been declared a critical area, because 
we have not had a lot of complaints. 

Mr. Nicnoutson. What I do not want to do is to have a law on the 
books penalizing everybody just because the United States Army, or 
somebody else, wants to build an installation 10 miles from nowhere, 
and then expect that they are going to get cheap rent when there are 
only two houses for a hundred people. 

Mr. Woops. It is not only the Army, Mr. Nicholson. You also 
have the problem of these defense plants. 

Mr. Nicnoutson. Well, that is just it. They have tried, religiously, 
to build these defense installations, which are producing something, 
as I say, 10 miles from nowhere, instead of hitching them on to a 
going concern that is producing now. 

That is all I have. 

The Cuarrman. Dr. Talle, do you have any questions? 

Mr. Tauxie. Thank you, Mr. Chairman. 

Mr. Woods, what is the trend of rents not under control at the 
present time? Up ordown? 

Mr. Woops. It is mixed. It depends upon other conditions in 
the cities. 

There are cities in which it is constantly going up. I do not know 
yet of a community where we have seen any indication that it is down, 
but some of them are stable. It is either stable or up, in varying 
degrees. 

Mr. Tatuie. Have the authorities in any of these communities 
that are large expressed the fear that they might be overbuilt? 

Mr. Woops. In certain classes. Again referring to Chicago, 
Chicago has a peculiar situation of a lot of for-rent signs. But along 
the boulevards, and at rentals from $200 and up. 

But that is my fear in decontrol of some of these large industrial 
cities, that gap, that dead air space, between what the great mass of 
the tenants of those communities could possibly pay—not what is 
asked that they pay, but could possibly pay, to keep a roof over their 
heads, and the first vacancies they could get into. It is that gap that 
has me so very much disturbed. 

Because there is a tendency to overbuild in some of our big industrial 
pes right today, at that top level, but nothing down in the middle 
or below. 

Mr. Tate. Insofar as you know, what is the trend of building costs, 
for both materials and labor? 
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Mr. Woops. I would say that the trend, while still upward, has 
slowed down materially this last year. But they are still higher than 
they were a year ago. However, the rate of increase has decreased. 

Mr. Tate. Insofar as you know, has the defense program resulted 
in shortages of certain materials needed in building? 

Mr. Woops. None that have come to my attention in jany ‘serious 
degree, Dr. Talle. 

Mr. TaAuueE. That is all, Mr. Chairman. 

The CuarrMan. That concludes the testimony. Thank you very 
much, Mr. Woods. 

We will adjourn to meet tomorrow at 10 o’clock. 

(Whereupon, at 4:30 p. m., the committee adjourned to reconvene 
at 10 a. m. the following day, Tuesday, May 6, 1952.) 
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TUESDAY, MAY 6, 1952 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman of 
the committee, presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Rains, 
Multer, O’Brien, Dollinger, Bolling, Fugate, Wolcott, Gamble, 
Talle, Kilburn, Cole, Nicholson, and Betts. 

The CHAIRMAN. The committee will be in order. 

We will resume the hearings on the Defense Production Act. 

Our first witness this morning is Mr. James B. Carey, secretary- 
treasurer of the CIO. We are always glad to have your views, Mr. 
Carey. You may proceed. 


STATEMENT OF JAMES B. CAREY, SECRETARY-TREASURER, 
CONGRESS OF INDUSTRIAL ORGANIZATIONS 


Mr. Carry. Mr. Chairman and members of the committee, I am 
James B. Carey, the national secretary-treasurer of the Congress of 
Industrial Organizations. My office address is 718 Jackson Place 
NW., Washington 6, D. C. 

Mr. Chairman, | have a statement which I would like to read, 
setting forth the position of the CIO on this question. 

The CHarrMAN. You may proceed. 

Mr. Carey. Mr. Chairman and gentlemen, it would be a dangerous 
mistake to eliminate economic controls at this time The country 
cannot afford economic disarmament in a period when danger to our 
economic stability lurks in the background. Legislative authority 
for an over-all stabilization program is essential during the defense 
build-up period. A strengthened Defense Production Act is required— 
rather than a weake ed one. 

The post-Korean inflationary price level has become frozen into 
the economy. Prices have remained high, despite the lull in the 
past year. In recent months they have moved sideways. Declines 
of some prices have been largely offset by rises in other prices. 

There are some signs of price weakening in the economy, as well 
as dangers of economic instability on the road ahead. 

We have a long way to go before completion of the planned military 
build-up. Defense expenditures and military production are sched- 
uled to rise into next year—although at a slower pace than anticipated 
earlier. Peak levels of defense production are still ahead of us. 

According to current defense schedules, economic strains will 
undoubtedly be less than expected when peak defense production 
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levels were scheduled for mid-1952. But the strains have not been 
completely eliminated by the stretch-out of the military build-up. 
Defense expenditures will be relatively high—military requirements 
will continue to have first call on many commodities. 

The threat of Communist aggression continues. Almost every day 
the newspapers report rumblings in Indochina and elsewhere. 

A new outbreak of Communist aggression can have a seriously 
unstabilizing effect on our economy at home. A violent eruption in 
the Far East or Middle East may set off a new wave of inflationary 
pressures. Sharp rises in the prices of a few goods may start a buying 
spree, accompanied by price gouging throughout the economy. 

We should not forget the effect of the Korean war on the home 
front. It took more than 2 months before an economic stabilization 
law was passed and several more months to establish price-control 
machinery. 

In the first month after the Communist invasion of South Korea, 
raw material prices jumped more than 8 percent. Those raw material 
price boosts were passed through tbe price pipeline, building up 
pressures on wholesale and retail prices. 

Nor should we forget the effect on the economy of the Chinese 
intervention in Korea—when wholesale prices rose 7 percent in the 
3 months from November 1950 to February 1951 and when the 
Corsumers’ Price Index increased more than 4 percent in that same 
period. In those 3 months—while we were awaiting the establishment 
of a control mechanism—prices skyrocketed under the pressure of 
speculation, profiteering, and a buying spree. 

When price controls were finally established—7 months after the 
Korean war started—there were few roll-backs of any consequence. 
We are still suffering from the effects of those post-Korean price rises. 

We do not want to be caught in the future in the same position of 
rising prices and no control legislation. As long as there is a possibility 
of future price rises, we should maintain control authority. If controls 
are permitted to lapse and if prices rise, we will have a repetition of 
what happened during the 7 months after Korea. While we wait for 
Congress to pass control legislation for a new contro] machinery to 
be established, a new plateau of higher prices will be established. 
This must not happen. It is with this in mind, that we urge the 
Congress to continue controls. 

We should not permit the price lull of the past year to delude us 
into believing that economic stability is assured in the period ahead. 
It makes no sense to eliminate the fire department after the first 
blaze is put out. 

The national economy today is characterized by an uneasy balance 
that has grown out of post-Korean inflation. The high price struc- 
ture—inherited from the period when we were awaiting passage of a 
stabilization law and establishment of price-control machinery—is 
still with us. The buying power of a large group of families has been 
reduced by inflation and increased taxes. Many families have been 
priced out of the markets for consumer goods. 

In recent months, consumer spending has not been sufficient to 
maintain full production and full employment in several major soft 
goods industries, such as textile and clothing. There are also large 
inventories of many types of consumer durables—refrigerators and 
other eiectrical applicances. The persistence of this condition in 
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the period ahead, or its aggravation, can cause a general economic 
downturn. 

The appearance of new inflationary pressures may push current 
high prices even higher. Further inflation can weaken the already 
inadequate buying power of consumers. It can undermine the basis 
of our economic strength—which is a pillar of the free world. 

Adequate authority for effective anti-inflation controls is needed 
for the protection of the living standards of the people and for the 
stability of the national economy. The Government must have 
sufficient authority and machinery in the months ahead to stem the 
tide of possible new price pressures. 


PRICE DECONTROL 


There is a lot of talk now about price decontrol, although the need 
for an effective stabilization program continues. Decontrol talk at 
this time is irresponsible. Legislative decontrol now could possibly do 
irreparable harm to consumers and the national economy in the coming 
months. 

Decontrol at present may be followed by inflationary pressures. A 
new wave of price rises would cut further into the living standards of 
most families. Only profiteers would benefit from the reappearance 
of daily price boosts such as occurred after Korea. 

Why the clamor for price decontrol? 

The pressure for legislative control comes from two business groups 
interested in the same thing—higher prices. It certainly could not 
come from a group wanting lower prices because nothing in existing 
ceilings prevents price reductions. First is the group whose ability 
to gouge the public is then restrained by OPS ceilings. They want 
decontrol so they can raise their prices without violating the law. 

Second, there is the group composed of those whose selling prices 
are somewhat below OPS ceilings. Let us withdraw controls, they 
say, at least from those goods whose prices are soft. ‘They too seek 
higher prices and the elimination of OPS ceilings that can act as 
possible restraints. 

Soft market prices, however, are largely fictional. There is an 
attempt under way to hoodwink the American people into believing 
that the high prices they pay are really low. This propaganda is an 
insult to consumers. 

The public finds mighty few soft prices when they do their shopping. 
Most prices—both wholesale and retail—are at OPS ceilings or close 
to them. Only a small number of market prices are significantly 
below post-Korean peaks. And most of those prices are soft only 
when compared to extremely high OPS ceilings and inflationary 
price levels. 

A Bureau of Labor Statistics’ break-down of the items included in 
Consumers’ Price Index reveals that in March 1952, 75 retail items, 
or 50 percent of the index, were at their 1951—52 peaks; 180 items, over 
90 percent of the index, were at their peaks or less than 10 percent 
below. Of the 23 items, less than 10 percent of the index, that were 
10 percent or more below peak levels, 16 were foods which are subject 
to seasonal fluctuations (see appendix [). 

The Consumers’ Price Index for March shows that several major 
parts of the index—cereals and bakery products; rent, fuel, and 


_—- tk Geek oe. tate tae de tak ee Ue eo a. oe. ese cae ee ek ee ee... Le 2. SQA 








340 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


electricity; and the miscellaneous group that includes transportation, 
medical care, and household operation—have continued upward. 
Cereals and bakery products in March, for example, were 12.6 pereent 
above June 1950. But let’s look at the so-called soft retail prices. 

Dairy products declined slightly in March, but they were 21.3 
percent above Korea. Meat, fish, and poultry prices reached a peak 
last October when they were 12.2 percent above June 1950—they 
declined since then, but in March they were 8.6 percent above Korea. 
.Apparel prices have moved down slightly in recent months—in March 
they were still 10.2 percent above June 1950 (see appendix II). 

Despite much publicized declines, retail prices of almost all the 
goods we buy are substantially above pre-Korean levels. And the 
prices of seasonal goods may be expected to resume their rise in the 
coming months. 

There has also been a good deal of talk about soft prices for such 
consumer goods as clothing and shoes. Wholesale prices of textiles 
and clothing have moved down from extremely high post-Korean 
peaks—leaving them, however, still considerably above Korea. And 
retail prices have held up, despite slight declines. 

Wholesale cotton textile prices moved up to a February 1951 peak 
when they were 38.4 percent above June 1950—last December they 
were still 16.6 percent above Korea. Wholesale clothing prices were 
14.7 percent above Korea at their August 1951 peak—they too 
declined, but in December, they were still 11.5 percent above June 
1950. Since December there have been additional slight declines, 
although their price levels are still significantly higher than in June 
1950. 

If we follow through to the retail level, we find similar results— 
very high peaks, slight deciines and high prices. Retail apparel 
prices in March were not too far below post-Korean peak levels (see 
appendixes II and III). 

There is an area where wholesale prices are considerably below 
June 1950, but those declines have not meant much to consumers 
who buy goods at retail stores. Wholesale prices of hides and skins 
zoomed up 57.4 percent from June 1950 to their January 1951 peak; 
declines brought those prices in December to 16.1 percent below 
Korea. Wholesale leather prices in December were 2.8 percent below 
June 1950. But the wholesale price of shoes was 12.9 percent above 
Korea. Despite slight declines, the retail price of footwear in De- 
cember was 15.7 percent above June 1950. More recent information 
on retail shoe prices is not yet available, but it is not likely that any 
significant declines have occurred in the past few months. 

Consumers have yet to see the soft prices that big business pressure 
groups talk about. The facts clearly indicate that talk of wide- 
spread price softness is simply a hoax. 

Declines from sky-high peak levels that leave prices some 10 to 
20 percent above Korea are not soft to my way of thinking. Nor 
are market prices that are somewhat below unconscionably high OPS 
ceilings. 

OPS ceilings are high because of the loopholes and booby traps in 
the Defense Production Act. And they are high because OPS itself 
has failed to bring them down. 

Over 51 percent of the Consumers’ Price Index is exempt from 
control or subject merely to inadequate control. Items accounting 
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for 20 percent of the Consumers’ Price Index are exempt from OPS 
control under the terms of the Defense Production Act. Over 6 
percent of that index are exempt from control by OPS administrative 
action. And almost 17 percent of the index is subject to ineffective 
control due to provisions of the law. In the area under OPS control, 
that agency has not always acted with courage and speed in the 
establishment of realistic dollar-and-cent tailored price regulations. 

Slight price declines for some consumer goods reflect a subsiding of 
inflationary pressures. They indicate reduced consumer spending, 
under the impact of inflation and high taxes which has cut the buying 
power of many families. 

Markets that permit ceiling prices to move down somewhat below 
high OPS ceilings should be no argument for legislative decontrol at 
this time. Instead, they should indicate the need for careful scrutiny 
and the rapid establishment by OPS of more realistic, tailored price 
regulations. 

Complete decontrol—as advocated by the National Association 
of Manufacturers and the United States Chamber of Commerce— 
would mean leaving the economy defenseless before the possible on- 
slaught of inflationary pressures. This policy represents a complete 
lack of concern for the needs of consumers. It represents an utter 
disregard for our national responsibilities as a leader of the free world. 

Great stress has been placed upon proposals for partial legislative 
decontrol—the selective decontrol of goods whose prices are below 
OPS ceilings. This piecemeal approach is perhaps more subtle, but 
it means the same thing—the premature end of the stabilization effort. 

Selective elimination of controls will not aid the industries now 
suffering from a low volume of sales. The end of controls will not 
boost sales in those industries. But decontrol will permit business to 
raise prices whenever it desires. And it will mean the dismantling 
of at least large parts of the OPS machinery. 

Selective decontrol of the prices of certain commodities would be 
inequitable without the decontrol of the wages of workers who produce 
them. The wage-price tie-in of the act made it practically unfeasible 
to place selective controls on key commodities whose prices were rising 
sharply after Korea. In considering price decontrol, it would be 
inequitable policy to permit the partial elimination of price controls 
without ending wage controls in decontrolled industries. However, 
the direct wage-price tie-in on the down side is as unfeasible as it is 
on the up side. We, therefore, feel that partial price decontrol is not 
oractical or feasible. We must either have complete decontrol of 
both wages and prices or the wage-price stabilization program must 
be maintained. i 

To maintain wage stabilization—with prices freed from any con- 
trol—would be completely one-sided and discriminatory. Price de- 
control would permit business to determine prices on the basis of 
economic forces, without government intervention. If that is done, 
then wages, too, should be determined by the free-play of economic 
forces. 

There is a real danger of a contagion of legislative decontrol. Se- 
lective decontrol of the prices of several commodities will probably 
spread throughout the economy. Legislative decontrol of a few 
selected prices will open the entire control set-up to strong attack. 
Industry groups—whose prices are still under control—will un- 
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doubtedly demand to be freed from controls, teo. Political pressure 
for wider decontrol will be added to industry pressure. And those 
pressures will spread as will violations of price control regulations. 

Under such circumstances, price control enforcement would _in- 
evitably become chaotic. The OPS staff would be tied up with the 
decontrol issue—fighting a retreating action. Its morale would be 
undermined. As the control mechanism deteriorates, the clamor to 
end = would be largely fictional control would grow in volume and 
strength. 

Once the contagion starts, it will lead to an epidemic and probably 
to collapse. Partial decontrol may well lead to an avalanche of legis- 
lative decontrol. 

We can remember only too well how selective decontrol after the 
last war demoralized OPA and opened it up to the all-out attack en- 
gineered by the NAM. Decontrol legislation passed by Congress 
in the summer of 1946 was the last straw. By the fall of that year, 
there was a final collapse of the stabilization program, followed by 
sharp price rises. 

It would be well for those who talk of legislative selective decontro] 
to face up to the real problem of complete decontrol. If we can learn 
anything from the experience of 1946, we should realize that the con- 
trol machinery cannot last long after the floodgates have been opened, 
even if the opening is a narrow one at the start. 

We, of the CIO, remember the premature end of OPA controls only 
too well. Weremember, too, the inflationary wave that followed. We 
are therefore not impressed by the current decontrol groups who cloak 
their campaign with high-minded sentiment. For we know the big 
business associations that are behind the drive for legislative decon- 
trol—such as the group that met in the Crystal room of the Hotel 
Sherman in Chicago last February 28 for the declared purpose of 
killing OPS. We remember these same decontrol groups from the 
days of 1946 when they succeeded in killing OPA and in setting off 
a wave of price rises. 

Legislative decontrol at present will destroy our protection against 
possible economic instability in this emergency period. OPS has the 
authority—as it has shown—to suspend ceilings and to relax reporting 
requirements in those cases where selling prices are significantly below 
OPS ceilings. Such suspension permits OPS to reinstitute full con- 
trols whenever those prices start to rise sharply and press against the 
suspended ceilings. But legislative decontrol would eliminate OPS 
ceilings altogether and it would shatter the necessary price control 
machinery. 

Although many business groups have loudly maintained that they 
oppose OPS because of reporting requirements, they now oppose ad- 
miaistrative suspension of ceilings that release them from paper work. 
Their opposition to suspension clearly underlines their motives—it is 
higher prices that they want, regardless of the circumstances. 

In recent letters to Senator Maybank and Representative George, 
the National Cotton Council complained that a new and reduced price 
ceiling on cottonseed oil was established before OPS suspended the 
ceiling. The Cotton Council stated that it would prefer price control 
with a higher ceiling, rather than suspension and a lower ceiling. It 
simply and openly wants the opportunity to push prices up to record 

eights. 
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The Cotton Council’s very frank letter stated: 


As desirable as true decontrol would be, I can assure you that the cotton in- 
dustry would greatly prefer to operate under the present system rather than be 
subjected to an OPS roll-back type of suspension. 

Most current OPS ceilings are based on post-Korean inflationary 
peaks. They are unrealistic ceilings. They should be revised to 
provide more realistic tailored dollar-and-cent ceilings. Such exami- 
nation and revision of ceilings should be made before any suspension 
of those few actually soft prices. This would strengthen the Govern- 
ment’s hand in attempting to halt sharp price boosts if new inflation- 
ary pressures arise. 

Rather than legislative decontrol—whether complete or selective 
decontrol—we need adequate legislative authority and administrative 
machinery to handle the possibility of new inflationary pressures in 
the months to come. We should prepare a stockpile of adequate 
legislative authority for anti-inflation controls, just as we stockpile 
commodities to be prepared for an emergency. 

Legislative decontrol now would be dangerously wrong. To em- 
bark on a price decontrol policy at this time would be to disarm our- 
selves, economically speaking. ; 

The basic stabilization law—the Defense Production Act—was 
inadequate from the start. Effective over-all stabilization of the 
economy was impossible under its provisions. The Congress failed 
to provide the Government with adequate authority to curb infla- 
tionary pressures. 

In amending the law last July, the Congress made it more difficult 
than before to control retail food prices effectively. In areas under 
rent control, it permitted automatic rent increases up to 20 percent 
above June 30, 1947, plus any increases since the base date that were 
based on major repairs. The attempt to control beef prices effectively 
was undermined. And new procedures for obtaining price boosts were 
= to business—to a significant extent, the hands of OPS were 
tied. 

There has been no equality of sacrifice under the economic controls 
established by Congress. Business has been granted assurances of 
higher ceiling prices if markets get tight. Upper income and business 
groups have special privileges under the loopholes of our tax legisla- 
tion. The special privilege of accelerated depreciation granted to 
industry makes possible the writing off of much of the new plant and 
equipment in 5 years, instead of the normal 20 or 25 years. 

For workers and low income groups, the impact of rising living costs 
and increased taxes has meant losses in buying power. Millions of 
families have been compelled to reduce their living standards. Many 
more have been priced ovt of the markets. 

Gains in money wage rates have been eroded by the high levels of 
prices and taxes. Price rises have cut the buying power of take-home 
pay. Increased taxes have eaten into take-home pay still further. 
Some groups of workers have seen their living standards reduced 
substantially. 

The buying power of the average weekly take-home pay of manu- 
facturing workers has begun tosag. Bureau of Labor Statistics figures 
reveal that the buying power of weekly earnings, after taxes, of manu- 
facturing workers with the three dependents, in February 1952, was 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 








somewhat less than what it had been in December 1950—more than 
a year before. The buying power of per capita personal income 
after taxes has likewise shown a slight decline from the last quarter 
of 1950 to the fourth quarter of last year. 

Post-Korean inequities have already affected the national economy, 
Several consumer-goods industries have been hit by the decline in 
consumer purchases. If permitted to continue—or if these immunities 
are extended—they may well undermine the consumption base of our 
economy. Yet, increased buying power in the hands of the people 
is necessary if our people are to buy the rising output of the expanding 
civilian economy. The undermining of consumers’ buying power 
spells danger for our economic health in the long run. 

As to credit regulation, the handling of credit controls—under 
regulation W—has been likewise inequitable. The job of curbing 
bank loans to business has been under a so-called policy of voluntary 
restraint, supervised by members of the financial institutions them- 
selves. But the extension of consumer credit—used by most low- 
income families for purchases of automobiles, radios, television sets, 
washing machines, etc.—has been firmly controlled by the Federal 
Reserve Board. 

Last year the Congress limited the Board’s authority to control 
consumer credit. Now there is a request to return to the Board its 
former full authority to keep consumer credit under control. Is the 
purpose of this request to place stricter controls on consumer credit— 
at a time when there is great difficulty in moving inventories of 
many types of consumer durables? 

There are no shortages ‘of consumer durables at present. In many 
lines, there are substantial inventories. Under present regulations of 
the National Production Authority, materials are available to support 
a higher level of consumer durable production than at present. 

The request to return unlimited authority over consumer credit to 
the Federal Reserve Board should be flatly refused. There is no reason 
why consumers should have any faith in the same Board that turned 
over the policing of commercial credit to the banking community. 
This Board is remote from the people and their elected representatives. 
It has revealed little understanding of consumer needs and it has 
indicated no ability to handle consumer credit controls on a flexible 
basis. 

Maintenance of present consumer-credit restrictions is discrimina- 
tory against both consumers and consumer durable industries. Regu- 
lation W should be liberalized. The Federal Reserve Board recently 
removed consumer durables that sell for $100 or less from regulation 
W. Serious consideration should be given to the complete elimination 
of regulation W at this time. But certainly, down-payment require- 
ments should be reduced; time limits for installment payments should 
be lengthened. 

Consumer-credit controls are in themselves discriminatory against 
lower-income groups. They should be flexible and truly selective, 
aimed at curtailing actual inflationary pressures—in cases where goods 
are in short supply—rather than aimed at depressing consumer-goods 
industries. 

Proper policy requires flexible credit controls that respond to 
market conditions. But the Federal Reserve Board bas shown an 
inability to carry out such controls on a flexible basis. It would be 
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well for the Congress to consider removal of consumer-credit-control 
authority from the Federal Reserve Board and place it in an agency 
under the Executive, where a flexible policy would be possible. 

There is also a request to return to the Federal Reserve Board and 
the Housing and Home Finance Agency their former full authority to 
regulate the extension of credit for residential housing. This request 
too should be turned down. 

Last year, the Congress indicated its dissatisfaction with the way 
housing credit restrictions were handled by the Federal Reserve Board 
and the Housing and Home Finance Agency. At that time, the 
Congress passed a provision that relaxed previous credit restriction 
on low- and moderate-priced homes. 

Even after the congressional relaxation, housing credit restrictions 
have borne inequitably upon lower-income families. The Washing- 
ton, D. C., Evening Star of February 23 carried a heading ‘First 
regulation X year hit lower-income groups hardest.’’ The story, 
based upon a release of the Housing Agency stated “relatively more 
larger and higher-priced houses were built and the percentage of buyers 
with incomes with less than $400 a month decreased.”’ 

Certainly tighrer restrictions are not required at present. There 
is no evidence that current restrictions on housing credit are infla- 
tionary. But there is evidence that those restrictions—while relaxed 
by comparison with restrictions in effect before Congress’ action 
last year—still bear down heavily on the majority of American 
families who are in low- and middle-income groups. Congress should 
also consider the removal of housing-credit-control authority from the 
Federal Reserve Board. 

Now, as to rent control; Last year, the Congress amended the act 
to provide for rent control in areas designated as having serious 
housing shortages. A complex and unwieldy system of designating 
housing-shortage areas was organized. 

From the beginning the Critical Areas Committee—which is 
authorized to designate housing shortage areas—has failed to discharge 
its functions properly. It has avoided designations for such vital 
production centers as Milwaukee, Tulsa, and Oakland. 

Rent control is essential if we are to hold down the cost of living. 
Families in uncontrolled areas have seen their rents go up without 
restraint. This trend cuts into living standards and it makes economie 
stabilization an impossibility. Effective rent control is essential for 
a stabilization program. 

The CIO housing committee is in the process of preparing detailed 
information on rent control that should be helpful to this committee 
in its deliberations. I hope that this committee will permit the ClO 
housing committee to present to you this information before the ter- 
mination of these hearings. 

Coming to the problems of small business, there is a danger that 
small business may be squeezed in the course of the current mobiliza- 
tion effort. Unless the interests of small business are given special 
protection somewhere in the defense set-up, it will be practically 
inevitable that giant enterprise will receive the lion’s share of defense 
contracts and the special allocations of tight metals that go with mili- 
tary and defense-related production. 

The Small Defense Plants Administration—established under an 
amendment to the act last year—presents the only existing method 
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by which small business can obtain a fair share of defense contracts. 
This committee should leave intact the SDPA and its authority to 
render assistance to small business, and should see to it that this 
agency receives the funds necessary to perform its task. 

Now I should like to suggest some amendments. The Congress 
should take advantage of its opportunity to amend the Defense 
Production Act to give us real price control. It should amend the 
act to grant adequate authority to the Government to handle new 
inflationary pressures if they should arise during the course of the 
mobilization effort. The act should be strengthened ; loopholes should 
be plugged; inequities should be eliminated. 

1. The Capehart amendment—which allows manufacturers and 
processors to pass through to consumers all cost increases up to 
July 26, 1951—should be repealed. This cost-plus procedure disrupts 
price control. Itis a guaranty to business that prices may be increased 
whenever market conditions permit. Under conditions of market 
pressures, it converts OPS into an agency of inflation. Some 5,000 
requests for Capehart price-ceiling increases have already been filed 
and many have been put into effect. 

2. The Herlong amendment—which guarantees pre-Korean per- 
centage mark-ups to wholesalers and retailers—should be repealed. 
This provision takes up the price-boosting process where the Cape- 
hart amendment leaves off. It pyramids increased manufacturers’ 
ceilings into much greater ceiling-price increases at wholesale and 
retail levels. 

On many commodities, the excise tax increases of last November 1 
have been passed through to consumers on a Herlong percentage 
markup basis—compelling them to pay more than the excise tax 
increases themselves. This provision permits wholesalers and retailers 
to make a profit from consumers for collecting excise taxes. 

The Capehart amendment, in combination with the Herlong amend- 
ment, allows pass-throughs all along the price pipeline to the con- 
sumer. These provisions are price-rising guaranties to business. 

3. The Butler-Hope amendment—which prohibits the establish- 
ment of slaughter quotas for meat packers—should be repealed. This 
provision makes it extremely difficult to control beef prices. It pro- 
hibits the Government’s attempt to channel the flow of livestock at 
a normal rate to regular licensed slaughterers. It undermines the 
price-control program and denies to OPS its most effective control 
against black markets in beef. 

This provision may not pose a serious problem at ‘the moment, for 
the supply of beef going to the market is ample. But when seasonal 
factors change and if price pressures develop—or if the strike threat 
of the cattle feeders materializes—this provision may well disrupt 
any attempt to control the cost of living. OPS must have the author- 
ity to use slaughter quotas if it is to do its job properly. 

4. Retail food prices cannot be controlled effectively under the act’s 
current provisions. 

The amendment which provides that no ceiling on an agricultural 
commodity may be established below 90 percent of the selling price 
on May 19, 1951 (sec. 402, d3) should be repealed. This provision 
establishes an unreasonably high floor under food price ceilings. Many 


















Cts, 
r to 


this 


"eSS 
nse 
the 
lew 
the 








ee Ne PT 














DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 347 


foods at 90 percent of May 19, 1951, prices are considerably above 
both current parity levels and market prices. 

The CIO believes now—as it has in the past—-that farmers are 
entitled to parity prices for the products they produce and sell. We 
endorse the provision of the act which requires that no ceiling on an 
agricultural commodity be set at less than the parity level. — 

The only practical method for controlling retail food prices ade- 
quately—and guaranteeing parity prices to farmers—is through a 
subsidy authority such as was used during World War II. 

The act should be amended to grant OPS authority to use subsidies 
in order to control the retail prices of essential foods whenever such 
prices show a tendency to rise sharply. Food prices—the basic factor 
in the cost of living—cannot be controlled effectively without author- 
ity to use subsidies. 

5. The act should be amended to authorize the Government to 
place margin (down-payment) requirements on purchases in the 
commodity markets where futures in raw materials are bought and 
sold. 

Such margin control over the commodity markets would tend to 
hold down the amount of trading in raw materials. It would tend to 
keep raw material prices from skyrocketing again—in the event of 
new buying sprees—as they did after Korea. 

If we can keep down raw material prices at the very start of infls- 
tionary pressures, the spread of those pressures throughout the 
economy can be curbed more effectively. It is essential for an ade- 
quate price control program, that raw material prices be kept from 
shooting upward as they did from June 1950 to February 1951. 

6. The act makes it impossible for OPS to require grade labelling 

of price-controlled goods. It restricts the use of measures to control 
the quality of goods under price control. It prohibits OPS from 
attempting to protect the continued production and sale of low-priced 
roods. 
‘ The act should be amended to protect consumers against the 
deterioration of the quality of goods and the elimination of low price 
products. OPS should be granted authority to require grade labeling 
of price-controlled products, to use measures for the control of the 
quality of goods under price control, and to attempt to guarantee the 
production and sale of low-priced goods. 

The Defense Production Act—the basic stabilization law—should 
be strengthened without delay. The current international and 
economic lull permits us to strengthen our defenses. There may well 
be dangers on the road ahead. We cannot afford to weaken ourselves 
and to play into the hands of the Kremlin. The buying power of the 
consuming public—incomes and savings—must not be undermined 
any further. Adequate legislative authority for an overall economic 
stabilization program—based on the principle of equal treatment of 
all groups in the civilian population—is urgently needed. 

Mr. Chairman, I have some appendixes following my statement, 
which I should like to have included in the record at this point. 

The CuarrmMan. Without objection that will be done. 

(The information referred to is as follows:) 
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AppenbIx I.—Comparison of Mar. 15, 1952 retail prices with 1951-52 peaks 


{Consumers’ Price Index] 




































































| Percentage 
Relation to peak | Number of | weight in 
| items Consumers’ 
Price Index 
Steak ce 
At peak. tie eeied s gilingiacon ciihcs 75 50.0 
REG EAL ED Bore ee ne A ei Aas | 31 | 14.7 
Less than 2 percent below.___.............-- ‘ Nore ee 19 6.0 
Less than 5 percent below_____._____- ‘ ; saeeatae 35 | 14.2 
Lee Cine ae Herein NON eS A ee E; 20 | 5.2 
10 percent or more below. ee bes sacl 23 | 9.8 
NU eid cite ticas lee Doe ane St RE AIOE eee eT Se BY Bare 203 | 100, 0 
Source: Bureau of Labor Statistics. 
AppeNpDIx II.—Consumers’ Price Index 
Be cack eis: 100} 
| Percent- Percent- 
age - age 
June Eee increase | March | increase 
| 1950 1951-52 peak above 1952 above 
June June 
1950 1950 
SO NE cc ne re ee tees 170.2 | 189.1 (December 1951) - 1.1 188.0 10.5 
ee ET ee te oe | 203.1 | 232.4 (January 1952)_.-..-- 14.4 227.6 12.1 
Cereals and bs ikery products a 169.8 Still Ea ee et ae aol 191.2 12.6 
Meats, poultry, and fish___ ‘ | 246.5 | 276.6 (October 1951) __- 12.2 267.7 8.6 
Dairy products ‘ 177.8 217.0 (February 1952) ----- 22.0 215.7 21.3 
Eggs nage Nts) 148.4 | 243.4 (October 1951) ..----- 64.0 161.3 8.7 
Fruits and vegetables. Cre es 241.4 (January 1952) _--..- 15.3 232. 1 10.9 
OS 6 | 209. 0 (September 1951). 13.2 203. 5 10.2 
tent | 130.9 | Still going up- Pa eee se 140. 5 7.3 
Fuel, ele ctricity, and refrigeration 139.1 | do i ied wl calc dlincdie ait 145.3 4.5 
Housefurnishings.................-] 184.8 | 212.6 (Ms iy 1951) ___- 15.0 207.6 12.3 
Miscellaneous !__.........---.----- -| 154.6 | Still going up---..- TEMES irereys 70.7 10.4 
| 
1 Includes household operation, medical care, drugs, transportation, etc. 
Source: U. 8S. Bureau of Labor Statistics. 
AppENDIX III.—How soft are “‘soft” prices 
WHOLESALE PRICES [1926=100] 
aie = ) ae 
| | Percent- | Percent- 
|} age | age 
| June | 1951 | increase | Decem- | increase 
| 1950 | peak | above | ber 1951 above 
| | June June 
| | 1950 1950 
“ane |———__——— Tes eS 
Cotton goods eee | 173.8 240.5 (February). ...-.---- 38.4 202. 6 16.6 
Woolen and worsted goods Sie ee 148.3 | 244.5 (May)_.......-.....-] 64.9 176.7 19.2 
Clothing. - ea TSE 143.9 | 165.0 (August) -.-._...-- inal 14.7 160. 4 11.5 
DO OT IIE TIE LEER | 184.8 | 223.8 (May).........-..-.- 21.1 208. 6 12.9 
RETAIL PRICES [1935-39=100] 
Men’s apparel.._.............-----| 197.8 | 228.1 (September)... ....-.. | 153] 2280 15.3 
Women’s apparel_._. neon’ 174.0 | 197.4 (September). -_-_---- | 13.4 193. 5 11,2 
Footwear.......-.....-......-..-.-| 204.1 | 289.5 (September). ------ | 17.3| 236.2 15.7 











Note.— December 1951, is used because it is the most recent date for available figures on retail item break- 
downs. Since December, wholesale prices of textiles and clothing have declined somewhat, while wholesale 
shoe prices have remained relatively stable. Retail apparel prices have declined slightly since December 


but more recent item breakdowns are not yet 


Source: Bureau of Labor Statistics, 


available. 
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AppENDIX 1V.—Retail prices hold firm even when wholesale prices decline—Shoes: 
From hides to retail store 





| Percent- Percent- 
age 

Decem- | change 

| ber 1951 over 

| June 

1950 





Wholesale: ! 
Hides and skins 2.1 | 318.2 (January) 

§ | 229.2 (March) 

| 223.8 (May)-.--- 

239.5 (September) 














1 Wholesale Price Index, 1926=100. 
2 Consumers’ Price Index, 1935-39= 100. 


NortE.—December 1951 is used because it is the most recent date for available figures on retail footwear. 
Since December, wholesale prices of hides, skins, and leather have declined, while wholesale shoe prices 
have remained relatively stable. 

Source: Bureau of Labor Statistics. 


The CuatrmMan. Mr. Patman, do you have any questions? 

Mr. Parman. I will pass for the present, Mr. Chairman. 

The Cuataman. Dr. Talle? 

Mr. Tauue. I will pass for the present, Mr. Chairman. 

The Cuairman. Mr. Rains? 

Mr. Rains. I have one or two questions. 

Mr. Carey, I get from your statement that you really think that 
regulation W and regulation X should be repealed and that no stand-by 
authority should be granted; is that correct? 

Mr. Carry. Yes, sir; but if it is not repealed and stand-by credit 
controls are necessary, it would be well if they were to be administered 
outside of the Federal Reserve Board, by an agency of the Government 
to be determined by Congress that is responsive to the needs of the 
people and responsive to the elected representatives, and understand- 
ing the problems of consumers. 

Mr. Rains. Do you recommend the repeal of regulation X com- 
pletely as the regulation relates to real-estate control—credit control 
on real estate, that is—or do you think that it should be suspended 
and stand-by authority granted? 

Mr. Carey. Well, stand-by authority could well be granted, but 
we again say it must be by an agency that will be understanding of 
the contents of the regulation, and that could properly administer it. 

Mr. Rains. That would be a little difficult, would it not, even 
though I am inclined to agree with you about the attitude of the 
Federal Reserve Board, as 1 have stated on otber occasions? 

Mr. Carry. Our view grows out of the fact that credit controls 
are easy to enact and easy to administer, as against price controls, that 
are extremely difficult and complicated to enact and to administer. 

So we do not place the credit controls in the same category as we 
woul place price controls. 

Mr. Rarns. We were unable to get—I think the record will show, 
in questioning which I have carried on of Governor Arpall and Mr. 
Putnam—the idea that the Butler-Hope amendment, which is the 
slaughter quota, contributed to black markets during the year. 

As a matter of fact, a statement in the record I have just checked 
"aig tnat they have not been troubled with black markets during the 
ast year. 
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Do you have any information on that? 

Mr. Carey. The prices to me are such, sir, that they take on the 
aspects of a black market. 

Mr. Rarns. I agree with you on that, but that does not answer my 
question. 

Mr. Carey. The only time you have black markets is when you do 
have price controls, but you do not have that to any degree on meats. 

Mr. Ratns. That still does not answer my question. I asked 
wherein does the Butler-Hope amendment contribute to the black 
market? That is the point I want to get discussed. 

Mr. Carey. Well, they only contribute to the black market if you 
have price controls in meat, and we suggest that with the Butler- 
Hope amendment you cannot have an effective administration of a 
program of price controls, simply because it is necessary to have an 
orderly flow of the product to the market, and, of course, with that 
amendment in the law, you just do not have any assurances to the 
consumers that they are going to get an effective administration of 
reasonable prices on meats, which I think any housewife in America 
would testify to 

Mr. Rarns. I would not argue that point. I was trying, however, 
to”get down to specific instances and to see just how and where it 
was affecting the prices of meats, because after all, that is the slaughter 
quota amendment. I think you must be referring to the Fugate 
amendment. 

Mr. Carzy. No, sir; it is the slaughter quota amendment that 
prevents the effective administration of price controls in the area of 
meats. 

Mr. Rarns. Then you are willing to let your statement stand in 
opposition to men administering the law who say it does not contribute 
to the black market? 

Mr. Carry. I suppose the men testifying before this committee 
would contend that they have effective price controls on meats, sir, 
and we contend that is denied by the record. If Mr. Arnall, who is 
attempting to do a good job in this field—I am suggesting that he 
does not contend that this is helpful to the administration of the law. 

Mr. Rarns. I did not say that. I said he stated that it had not 
contributed to a black market this year because they did not have 
any black market, if we can take their statement for it. That was the 
statement he made. 

Mr. Carry. Well, we would not be in agreement with the views 
then expressed. 

Mr. Rarns. I note on page 15 of your statement—I do not believe 
you meant that exactly—that you say that you believe that farmers 
are entitled to parity prices for the produce they sell. 

Mr. Carry. Yes, sir. 

Mr. Rarns. You do not mean to restrict it to that, do you? You 
realize what parity is for the farmer, do you not, Mr. Carey? 

Mr. Carey. Yes, sir. 

Mr. Rains. Ninety percent of a fair price is the price support. 

Mr. Carry. We think that a parity price would be a fair price. 
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Mr. Rarns. I will agree with you, that parity ought to be a fair 
price, but you do not think that the farmer 

Mr. Carry. We say more than that, sir, we say that parity as 
represented by the formula that is in use, is a fair price at this time. 

Mr. Ratns. And you want to stick to that, that he should have—— 

Mr. Coz. Mr. Rains. 

Mr. Rarns. Yes. 

Mr. Cote. Do you not have a little distinction there between parity 
and the 90 percent of parity or the sliding scale of support prices of 

arity? 
"i Mr. Rains. What you say is you favor the entire parity price for 
farmers. That is your statement, is it not? Not the 90 percent of 
parity, the support price. 

Mr. Carey. No, sir; I would say that controls ought to be imposed. 
For instance, in this morning’s paper—we were told before this com- 
mittee, when I presented the testimony for the CIO last year, that 
the Capehart amendment did not provide a means for getting price 
increases for food products. 

Now we have in the paper a statement that is headlined— 

Court Rules Growers May Raise Prices: In a test case the Emergency Court of 
Appeals decided yesterday that wholesale and retail growers are entitled to seek 
price ceiling adjustments under the Capehart amendment. If upheld by the 
Supreme Court, the decision may mean a big increase in the price of food items. 

It might be interesting to see how, at a time when there is consider- 
able discussion about decontrol, and a lot of question about the cost 
of living going down, labor anticipates increases now in food prices. 

Mr. ike. I did not quite get that. However, I do not understand 
how you mean the farmer comes in on the grocer angle there. 

Mr. Carry. Well, the farmer will largely be blamed for these 
increases in food prices, simply because the Capehart amendment is 
misused here for the purpose of getting increases in food processing. 

Mr. Rains. It seems to me that that would come under the Herlong 
amendment. Does it say ‘Capehart’’? 

Mr. Carey. Yes, sir; it says “‘Capehart.’”’ 

Mr. Rains. Well, I agree with you that he will be blamed for it. 

Those are all the questions I have, Mr. Chairman. 

The CuarrMan. The decision rules that the Capehart amendment 
is applicable not only to wholesalers and processors—I mean to manu- 
facturers and processors—but to wholesalers and retailers. In no- 
wise does it diminish the effect of the Herlong amendment. So both 
of them can be applied to wholesalers and retailers. That is the 
substance of that decision. I have read it. 

Mr. Carney. Mr. Chairman, I believe that the sponsor of that 
amendment, Senator Capehart, made it awfully clear that that was 
not his purpose or his intent. 

The CuarrmMan. The court said the language of the amendment did 
not permit any construction by reason of the statements made in 
Congress. There was no ambiguity in it and therefore upheld it as 
written. . 

Mr. Rains. I have not read the decision. What is that? 

The CuarrMan. Emergency Court of Appeals. 
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Mr. Rarns. As I remember the discussion of the Capehart Amend- 
ment, it was stated specifically that it was to apply to cost only prior 
to Korea and 

The CuHarrmMan. They said the burden of the debate indicated 
that, but they only looked to debate when there was ambiguity in the 
act itself. The decision was there was no ambiguity in the act, 
therefore they construed it so. 

Mr. Rarns. The arguments we had in conference pointed up a dif- 
ferent idea. 

The CHarrMan. Thatis what the courtsaid. That was the decision, 
that the Capehart amendment not only applies to manufacturers 
and processors, but applies also to wholesalers and retailers. The 
burden of it is, or the effect of it is, that the wholesaler and retailer 
cannot only get the benefits under the Herlong amendment, but can 
also get the benefits they are able to acquire under the Capehart 
amendment. 

Mr. Rains. The court has interpreted it to have a broader meaning. 

The CuHarrMan. Yes; that is right. 

Mr. Carey. I was going to remark, Mr. Chairman, that labor- 
management is having some little difficulty with statements made by 
courts at this time, that prevent understandings and settlements, 
and which may lead to disputes. 

We have no reason to believe that the Supreme Court will support 
the position taken by this Emergency Court of Appeals, but it does 
create doubt in our minds as to whether or not we should at this time 
consider decontrols. 

We raised this question about the Capehart amendment in present- 
ing our testimony before, and we would like to see it repealed. 

Mr. Rarns. I ask this only for information: As I recall it, the 
Capehart amendment actually came into being in conference. What 
particular amendment did we have before this committee prior to con- 
ference that had to do with the Capehart amendment? Of course, 
we could not have a Capehart amendment here, could we? 

The CHarrman. There was no similar provision in the House bill. 
It came out of conference. 

Mr. Rains. Yes. The Senate had the Millikin amendment under 
discussion at the time. 

The CuarrmMan. That is correct. 

Are there any further questions? Dr. Talle? 

Mr. Fucare. Mr. Chairman, doesn’t the Capehart amendment 
deal with costs that accrued prior to July 1951? 

Mr. Rains. We are just reading a court decision which says it does 
more than that. 

The CuatrmMan. Well, we cannot discuss the court decision here at 
this time. 

Dr. Talle, do you have any questions? 

Mr. Tauue. I will defer to Mr. Cole. 

Mr. Coie. Mr. Carey, how do you reconcile your support of the 
provision in the law which provides that no ceiling shall be established 
for any agricultural product at les8 than parity, and your opposition 
to the Herlong and Capehart amendments? 

Do you follow what I mean? 
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Mr. Carey. I see what you mean. You would contend that the 
Capehart amendment was the opposite or counterpart to the parity 
program? 

Mr. Coxe. It so seems to me, sir. At least that is the way I look 
at it. I support all of those amendments, because it seems to me I 
could not support one and not the other. I wish vou would tell me 
why they are not similar to the approach to the problem of stabiliza- 
tion of prices. 

Mr. Cary. Well, sir, the Capehart amendment denies the very— 
the existence of the real strength of the American economy, that as 
we build up production levels, we certainly should get lower unit costs. 

The same thing may be true in agricultural production, but it is 
much more true in the manufacture of goods and in the production of 
services. Whether you take the steel industry, or you take my own 
industry, the electrical industry. We should be having a reduction 
in prices as we build up our levels of production. We should not be 
having this effort to increase prices. 

Now you can, as Henry Ford made so awfully clear, as you increase 
your produce tion levels as we have been doing in this country for some 
time, give a better product to the consumer at lower prices, and at the 
same time pay higher wages. That is inherent. That is part of the 
mass-production system. 

Now agricultural industry does not lend itself so readily to mass 
production. Iam not speaking now of the technological improvements 
in the production of foods and fibers; l am simply saying that certainly 
in American industry, with the cooperation of the managers of our 
society, in industry, we ought to be able to give the consumer a better 
product at lower prices, and produce higher wages. 

Now the Capehart proposition denies that. The Capehart propo- 
sition contends that if there are any increases in costs, they must 
automatically be reflected in the prices to the consumer. 

Mr. Coun. As I understand you, then, your idea is that the manu- 
facturing segment of our economy, first, has a greater impact upon 
prices than the agricultural production segment of our economy, 
No. 1? 

Mr. Carry. Yes, sir. 

Mr. Coxe. No. 2, that the manufacturing segment of the economy 
can more easily manipulate its prices than agriculture. That is prob- 
ably inherent in your statement. 

Mr. Carry. Well, instead of saying “manipulate,” can we say 
“more easily administer their prices’’? 

Mr. Cour. Yes. 

Mr. Carey. In other words, privately administer; that is correct. 

Mr. Core. I see. You do not place it then upon any question of 
fairness; you place it largely——— 

Mr. Carry. We do plac e it on the basis of fairness and justice, and 
we do want a fair arrangement for the farmers, a fair arrangement for 
the manufacturers—— 

Mr. Cour. I understand you do that, but I mean that would be the 
last consideration. I am not trying to trap you into any statement 
about fairness to manufacturers. I do not mean that at all, Mr. Carey. 
I am trying to understand your attitude and I think you have ex- 
plained it very well and I think it is worth considering. 











354 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Here is another thing, though, that disturbs me in connection with 
Capehart and Herlong amendments. 

When we passed the wage-stabilization and price-stabilization law, 
we had in mind that there would be, at the beginning, certain prices 
which would need to be adjusted, and certain wages which would need 
to be adjusted. And that of course, in administering the law, has 
been done. Some of them fairly, some unfairly, some properly and 
some improperly; but, to the best ability of the people doing it, it has 
been done. 

We realize, however, that in that connection it was the job of the 
price-stabilization agency and the wage-stabilization agency to keep 
prices and wages at a certain level and only make the adjustments as 
were necessary to stabilize the economy as these changes came about. 

Now, if we stabilize, let’s say, wages by increasing them occasionally 
when we find that prices are rising, then we of course must stabilize 
prices by permitting rises in prices when they are out of balance. 

So, we are caught in a spiral, frankly, that seems to me almost 
impossible for the best and most intelligent and most well-meaning 
administrator in the world to prevent that constant pressure of one 
against the other. 

The point I am making is this: If, however, through either lack of 
administration or anything else which occurs, the prices which a 
manufacturer must pay in order to produce his commodity, if those 
prices have risen, then I cannot see for the life of me how we can say 
to him, through the failure of our agencies, through the failure of the 
law, through the failure of the economic structure or whatever it might — 
be, that if his costs have increased, if prices of raw materials have 
increased, that he must pay for those increases in costs. I cannot see 
why he is not entitled to raise his prices due to raises in the prices of 
things he must buy. I cannot see it any more than I can see it in 
connection with wages or prices of the farmers. 

Mr. Carey. I can understand it, sir. We have an economy that 
is largely based on a desire to charge the consumer what the market 
will bear. 

Mr. Coxe. Yes, but it is restrained of course by competition, to a 
certain extent. 

Mr. Carry. Well, it is restrained by competition when you have 
competition. 

Mr. Cote. Yes. 

Mr. Carey. But there are certain large sections of our society that 
have administrative prices. They have had price control for any 
number of years. The difference is that they have had a private 
application of price control in the interest of a small group. 

Now they are called upon to accept restraints of price control 
administered by the Government or an agency of the Government, 
in the interest of all the people. So, it is to be expected that they 
will resist that. 

Now, it is not necessarily that because there is an increase in cost 
of materials there must be a price increase; that because there is an 
increase in wages it must be reflected in a price increase. 

Certainly an agency of the Government could well administer a 
program that would weigh very carefully as to whether or not the 
wage increases are inflationary and, if they are inflationary, apply 
restraints to such wage increases; but certainly any acceptance of the 
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notion that because there are wage increases that are not considered 
inflationary and are recommended, say, as an appropriate agency did 
in the Steel case, then there is no automatic need for increasing the 
price of steel, because it may well be that these noninflationary wage 
increases grew out of increased effort on the part of the people, or 
grew out of increased productivity on the part of workers as a whole, 
or grew out of reduced cost per ingot ton, because of higher levels of 
production. 

Now it is contended here, by the Wage Stabilization Board, that 
the recommendations in the case of steel are noninflationary; that they 
are within a manageable control set-up, set up by the regulations. 
And then we may have to give consideration to some claims that are 
made by, say, the steel industry: that because of a noninflationary 
wage increase they ought to get a price increase. But that price 
increase that they demand may be inflationary. Certainly it should 
not be automatic. 

And where we get into difficulty today, sir, in our opinion, is that 
immediately there is an acceptance of this notion, because of the 
full-page advertisements in the paper and the radio commentators— 
and most of this propaganda is paid for out of the public pocket 
they come along and get an idea across that because there is a wage 
increase there must be a price increase. 

We deny that, because history in this country has proven it to be 
otherwise. 

Mr. Cour. I would deny that, too. I think it would be a great 
mistake to say automatically that that would be true. I would agree 
with that. It must be considered upon the facts and upon the merits. 

Let’s put it this way: My judgment is that there is an impact on 
prices by reason of a wage increase. What that impact is is a matter 
of study and determination, of differences of opinion. 

Now, let me leave that for a moment and talk to you a little about 
your statement about competition and its effect upon prices, because 
I am very much interested in that. 

Leaving aside for the moment your statement that the question 
of monopoly enters into it—and I realize it does—the question of 
whether or not competition can fix prices fair to the consumer, it is 
possible—is it not, Mr. Carey?—that, if we have an adequate supply 
of all of the goods that consumers need, competition will do a pretty 
good job of fixing prices fair to the consumer. Isn’t that correct? 

Mr. Carey. Over a very long period of time? 

Mr. Coxe. Yes; over a period of time. 

Mr. Carey. Well, it has not in the industry I am most familiar with. 

For instance, if you take this industry: 

Mr. Corr. Well—all right; go ahead. 

Mr. Carey (continuing). That is, the electrical industry, where 
they produce items such as this microphone before me, or they pro- 
duce toasters or washing machines, one would suggest that, when 
there was an absence of demand on the part of the consumer, the 
prices would be reduced. But—call them arrangements or under- 
standings—there is a general exchange of information regarding 
prices between these very large producers in our country. It is not 
all done the way they set the prices for lamps. 

Mr. Coxe. I think that is probably true. 
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Mr. Carry. You might take lamps as one example. Certainly this 
method of operating can be shown to produce a very good product 
for the consumer. They have reduced the price of the lamp down 
through the years by these administrative price arrangements, where 
the patent holder licenses the other producers. They estimate what 
the market is going to require in lamps of various types, and then 
various corporations produce a given percentage. One company is 
permitted to produce 27 percent; another company is permitted to 
produce another percentage. 

But it is monopoly; it is in violation of the theory and practice of 
our economy. Yes; I will agree that in the case of lamps they have 
produced a good product, reducing its price, giving you more value 
for the consumer’s dollar, but still it might not be as good as our 
competitive system, operating without the kind of administered prices 
that now apply. 

Now, as to competition in this present period being enough to 
reduce the prices, | would say, sir, that that doesn’t apply. That 
doesn’t apply in steel or electrical equipment, or in automobiles, or 
any of these other items, especially in, say, consumer durables, such as 
farm machinery, et cetera. 

No, sir, competition in itself is not sufficient to reduce the prices 
the level at which they should be, because there is a lack of 
competition. 

Mr. Corn. Well, rather than a question of a need for emergency 
price control, in a time of emergency, are you not stating a problem 
which affects the economy of this Nation all the time—in so-called 
normal times, and not in mobilization periods? Are you not stating 
a problem which has to do with cartels, monopolies, price fixing, and 
so forth? And is that not a problem—as that seems to me to be a 
problem—therefore, not of price control but a problem of determining 
how to continue our free economy and competition. Is not that 
really the problem? 

Mr. Carry. That is correct, sir; but I was born when the war 
clouds were gathering over Europe in World War I, and I don’t 
suppose we have had very much of a normal time ever since. We 
have had either wars or depressions, and I might say that there are 
some questions that are out of our control. For instance, the question 
that is out of our control at this time is whether the Kremlin is going 
to set up grass fires all over the world. 

So, I would contend that this present law gives us an opportunity 
to repair any defects in our mobilization program, but it certainly 
should not be utilized for the purpose of eliminating our opportunities 
as a Nation to protect ourselves against Communist aggression. 

Mr. Cote. I agree. I am just trying to find out, though, how far 
and how long we should or must continue these controls. 

I believe that is all, Mr. Chairman, thank you. 

The Cuarrman. Mr. Multer. 

Mr. Mutter. Mr. Carey, when you make your point against price 
decontrol, you don’t raise any objection to the proposal to lift the 
requirements for filing records and questionnaires and statements in 
those fields where the prices are considerably below the ceiling, as 
long as they continue to have a ceiling, so that if the prices again 
begin to get up near that ceiling we stiil have the control feature and 
we can go in and say, “You can’t go any higher than this without 
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coming in and proving your costs have gone up and that you are 
entitled to an increased price’’? 

Mr. Carry. That is correct. The administrative agency would 
reduce the requirements in reporting—perhaps might even eliminate 
the requirements in reporting—and eliminate the inconvenience that 
goes along with a properly administered price-control program. 

And then, in the event the commodity got out of hand in terms of 
prices, they could apply the ceiling. That could not be done if we 
eliminated the machinery. 

It is really a stand-by proposition; yes, sir. 

Mr. Mutter. In other words, no one has any right to object. 
They probably have the right to object, but they can’t logically ob- 
ject to the price-control law remaining on the books, with the regula- 
tions. If their product cannot be sold at ceiling price, but can be 
sold only at substantially under ceiling price, as long as the burden 
of reporting and coming in and trying to find out what the regulations 
may be is lifted from their shoulders, they can’t logically complain 
about a decontrol law remaining there so that, if prices again run 
away, we can say “Stop”; can they? 

Mr. Carry. They cannot logically be opposed to that arrangement: 
no, sir. 

Mr. Mvurer. I notice what vou have said about credit regulatio is. 
Has there been any suspension of regulation W? 

Mr. Carry. Yes, sir. There has been a liberalization of it; and, as 
far as I know, there has been a suspension. That is just anrounee ! 
It has not yet been applied. 

Mr. Patman. Do you mean of regulation W? 

Mr. Carny. There is consideration now of liberalizing, if not en- 
tirely suspending, regulation W. 

Mr. Parman. I understood vou to say it had already been done. 

Mr. Mutrer. No; he corrected that, Mr. Patman. He said they 
are talking about it but they have not done it yet. 

Mr. Parman. That is my understanding. 

Mr. Mutrer. That is the point I was going to make: When it 
comes to control of credit in big business, that was on a voluntary 
basis; when it came to control of consumer credit, that was on a must 
basis. Credit control on big business was the last, and that was lifted 
without any if’s, and’s, or but’s the other day. Is not that right? 

Mr. Carry. That is right. 

Mr. Mutter. But when it comes to the little fellow, the consumer, 
he is put ona must basis. There is no danger, they say, of any further 
inflation if they lift controls on the million-dollar and billion-dollar 
loans, but on the little fellow there is still danger and that must be 
kept on, says the Federal Reserve Board. 

Mr. Carry. We suggest the Federal Reserve Board should not be 
the agency to administer these consumer credits. 

Mr. Mutter. I go along with that, because I sponsored an amend- 
ment, which did not prevail, to take it from them and give all credit 
controls, along with every other control, to the President or any agency 
he may designate. But we did not prevail. Maybe we will have 
better luck this time. 

We could not write into the bill—as a matter of fact it was stricken 
out of the bill in 1950—a provision for all credit controls being vested 
in the President. We proposed it, but a majority of the House struck 
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out of the law, the provision for general credit controls and left in the 
bill only credit controls on real estate and consumer credit. 

Then the bankers came along with a so-called voluntary plan, where 
they would sit down together and decide voluntarily who should get 
credit and who should not, and during the course of that voluntary 
plan they had even the States and municipalities come in and say, 
“This is what we propose to borrow. How about it?” and they would 
approve or not approve; and sometimes the States and municipalities 
went along with it and sometimes not. 

They did the same thing with big business, where they were making 
private loans or floating bonds. 

But there was no control on the issue of new stocks. If they wanted 
= issue stocks, that was not a loan, and they could go ahead and do 
that. 

Then a few weeks ago they lifted all voluntary controls. First they 
lifted the voluntary controls on municipalities and States. I think 
2 days ago they lifted all voluntary controls on business, too. 

But they are still merely talking about lifting or suspending con- 
sumer-credit controls. 

Mr. Carey. We are trying to get the Treasury Department to 
recognize that, if they want to sell bonds, they might design those 
bonds to meet the needs of the people. 

We think the American people would support the financing of our 
Government if our Government would provide, say, educational bonds. 

If you can buy a specific type of bond for the purpose of educating 
your children, and if the Government sold to the general public some 
bonds for housing purposes, they would be overwhelmingly supported, 
and we would be largely able to finance the Government by, say, 
E bonds, educational; and H bonds, housing bonds. 

I might say I think our Government is missing a tremendous bet 
in this financing arrangement by not modifying slightly their bond 
arrangements, by not taking up these pension arrangements into 
consideration as a large area, by spelling out a bond that would meet 
those requirements. It would do two important jobs at once. It 
would make a proper, easy, effective administration of a sound pen- 
sion program to supplement social security, and it would be able to 
sell a great number of bonds to help finance the present period of 
emergency of the Government. 

Mr. Rarns. In Sweden they sell a housing bond; do they not? 

Mr. Muzter. Yes. 

Mr. Carty. We have been trying to get a little recognition of how 
some of these things, instead of being responsive to the needs of the 
bankers alone, might well be responsive to the needs of the American 
citizen; and I would like to suggest that some attention be given to 
housing bonds and educational bonds and pension bonds, because it 
would be a good arrangement all around. 

Mr. Mutrer. Mr. Carey, you refer, among your suggested amend- 
ments, in item 6, to the fact that the act makes it impossible to re- 
quire grade labeling of price-control goods. 

Would you care to elaborate on that? 

Mr. Carry. Yes. We do have some development of some com- 
munity action, trying to bring about visual dollar-and-cents ceilings 
on commodities, and of course we did have a successful experience, 
in the effort before the debacle of 1946, of having proper grade labeling, 
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so that the consumer would know, easily enough, what he is purchas- 
ing and how much he is paying for it. They would be able to see, in 
that, the fluctuation. You would be able to get the support of the 
housewife in the administration of a fair and equitable price-control 
program. 

That deals with these very important items, such as the essentials 
to the maintenance of a family, such as food. So we would favor a 
better method of getting participation on the part of the consumer 
in the field of price control, which would reduce the cost to the Gov- 
ernment of a proper application of price control. 

We suggest that there be grade labeling. We suggest, certainly, 
that there be visual dollar-and-cents ceilings. 

Mr. Rains. Will you yield? 

Mr. Motrer. Surely. 

Mr. Ratns. I was quite interested in that suggestion a moment ago 
about those bonds. Did you, or anyone from the CIO, appear and 
testify, or speak in this round-table discussion in the Senate recently 
that had to do with financing, and so forth? 

Mr. Carry. I had some time ago, sir. 

Mr. Rains. I wanted to know if you made your statements in the 
record? 

Mr. Carey. I appeared before a round-table discussion, at the 
invitation of the Treasury Department, in which they assembled their 
experts. 

{r. Rains. Was that over at the Senate? 

Mr. Carey. No, sir; that was not. I do not know; I perhaps was 
not available at the time, or was not invited. 

Mr. Rains. That is all. 

Mr. Mutter. Mr. Carey, I think I understand quite clearly your 
opposition to the Capehart amendment and the Herlong amendment, 
but I would like to get an expression of principles from you. 

I think I understand it, but I do not want anybody to go away 
with any confusion as to where the CIO and most of the labor people 
of the country stand on the question. 

You do not object to industry getting a fair return, do you? 

Mr. Carey. We certainly do not, sir. 

Mr. Mutter. As a matter of fact you look upon it as a necessity. 
If industry is to survive, and labor is to continue to work, industry 
must get a fair return? 

Mr. Carey. That is correct. 

Mr. Mutter. That has always been your approach? 

Mr. Carey. That is right, although it is not a matter of deep 
concern. They always manage to get a fair return for the main reason 
that they are in a position to determine their own salaries, they are in 
a position to balance the interests between, say, stockholders, and 
workers, and themselves. 

I think industry has been getting a fair share in this country, and 
I do think they could make a more wholesome contribution to the 
success of, say, a stabilization program. 

It is a shocking thing, that which is going on now in steel. Steel 
is a backward industry when it comes to questions like conditions for 
the workers. It is an extremely backward industry. 

The industry I represent, the electrical manufacturing industry, is 
far in advance of steel with regard to providing vacations, providing 








360 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





time off, and so on, and I think the steel workers in this country de- 
serve a little bit more support than they seem to be getting, because 
otherwise they will lose confidence in our Government. They cer- 
tainly have already lost confidence in the means of public communi- 
cation—I am talking about the bought-up press, and it is a terrible 
thing for a labor person to recognize that our big fight in this world 
today is the maintenance of the confidence of the working people, 
and the Communists are trying to destroy the confidence of working 
peoples in their government, unless their governments happen to be 
Communist governments or satellites, and we see a general campaign 
in this country to destroy the confidence of the steelworkers in the 
affairs of government. 

But it is true, sir, that there has been some lining on this cloud. 
That despite the general feeling on the part of people that Washington 
is corrupt and everything associated with Washington is corrupt, we 
see some people standing out in defense of the things that our Govern- 
ment and its people stand for. 

I refer to men like Mr. Feinsinger, I refer to others like President 
Truman, and I certainly hope that someday we can stop all this 
lawyer's piddling so that the steelworkers can do some puddling. 

Mr. Muvurer. A very good expression. If industry would be 
satisfied with a fair return, and not insist upon an extortionate or 
exorbitant return we would not need price control. 

Mr. Carey. That is correct, sir. Well I might say that we will 
need price control as long as there is such a large part of our economy 
devoted to what may be termed “nonproductive uses’’; that is, 
production for defense. As long as that is so, we would of necessity, 
we believe, require restraints on prices. And with restraints on 
prices would go an equitable method of wage stabilization. 

Mr. Muvrer. Throughout the course of the negotiations in the 
steel industry, for an increase of wages and for the so-called fringe 
benefits, did the union, or union representatives, ever take the posi- 
tion that steel management or the steel industry should not get an 
increase in price, if one was needed? 

Mr. Carry. If one was needed. But we did contend, sir, that the 
arrangements require that the union must go before a public agency 
and present their case. It is an open hearing. In this particular 
‘ase of steel it was conducted for several weeks, many weeks, in which 
the industry and the union presented its case to a tripartite panel, 
made up of the public, labor, and industry. 

We would contend—and labor does say—that if a price increase is 
needed, that the corporations should not require a prior commitment 
from the Government for a price increase, before granting what came 
out of the negotiations and the panel recommendations, and we 
think it is unfortunate that a court—any court in this land—could say 
that the Government shall not grant wage increases without putting 
restraints against the granting of price increases, and we think that if 
the labor groups and management groups have to present a case to 
show that a wage increase is not unstabilizing and not inflationary, 
certainly there should be the same arrangements with regard to 
prices, and we do not think that industry should attempt to use its 
workers for the purpose of trying to gouge the American people or the 
Government, and the fight at present is not a question of whether or 
not the wages are proper and fair. The question happens to be today, 
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as to how much of a price increase can the steel corporations get over 
and above what was considered fair in the form of even the Capehart 
amendment. 

Mr. Mutter. The very law we are talking about, and the regula- 
tions promulgated under that law, provided mac shinery for the steel 
industry and every other industry to go in and present a case, and get 
an increase if they are entitled to it. 

Mr. Carey. That is correct; yes, sir. 

Mr. Mutrer. But the steel industry did not want to resort to that 
machinery. It wanted to go in and get a commitment first, saving: 
“If we give these increases in w ages and benefits, we are going to get 
X dollars as an increase in price. 

Mr. Carry. A good example is that the steel industry had adequate 
opportunity to come in and get an increase in prices as a result of the 
Capehart amendment. 

They refused to exercise their right under that amendment to the 
Defense Production Act——— 

Mr. Mvurer. To this very day they have never filed application 
under that provision; is not that so? 

Mr. Carey. That is correct, because that would not be what they 
are seeking. And of course the steel industry, in all fairness to them, 
have been trained—and they have operated—to get everything that 
the market will bear, and with all the steel corporations operating in 
combination, they think they could get a higher price for their prod- 
uct than that permitted by law, and they attempt to use collective 
bargaining for the purpose not of determining a fair wage and a fair 
day’s work, but for the purpose of trying to bring about a higher 
price, an exorbitant price. 

Now labor would express opposition to the granting of commit- 
ments by our Government, to steel corporations, that they are to 
get a price that they determine, while other citizens are required to 
operate under public restraints. 

Mr. Murer. There is no other industry, during the operation 
of this control law, that has gone in and gotten such a commitment in 
advance, that you know of, is there? 

Mr. Carry. Not that 1 would know of, that is correct. 

Mr. Mutter. This is the first time under this law that any such 
attempt has been made to get a commitment from Government, of a 
right to an increase, before they agree to incur any additional costs. 
And they talk about your right to strike. If that is not a strike of 
the most dastardly kind, I cannot recognize one. 

Mr. Carey. It is not the first time the steel industry has engaged 
in the practice, but it seems to be the first time when they are not 
being entirely successful. 

Mr. Mutrer. You pointed out another defect in the law, Mr. 
Carey, a moment ago, I think. 

You pointed out that when labor wants an increase, they go in 
and publicly present their case. 

An industry comes in and opposes their case, if it sees fit. And 
you have public representation on the Board that is sitting on the case. 

But you don’t have that on their right to go in and ask for an 
increase. Any industry or any part of an industry can go in ex parte, 
by themselves, and present their case without the consumer being 
heard, without labor being Heard, or anybody else. It is just the 
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industry, or the organization, or the company that wants the increase, 
vis-a-vis the agency of the Government itself. And nobody else hears 
about it until an increase is either denied or granted. 

Mr. Carey. And a steel corporation can accept or refuse to accept 
an order from the Government for defense production, without any 
hue and cry being raised, and they refuse orders unless their terms are 
met. 

But labor has been, I think, very patriotic in this steel situation. 
It has been at the beck and call of its Government. And instead of 
fighting it out, as perhaps labor would find that they are most suc- 
cessful in doing that, labor has accepted every recommendation made 
by its Government to meet the requirements of the Nation in this 
time of emergency. And yet the leaders of that organization arc 
vilified, and Govewnininats people that stand up and say, “We think 
this ought to be done properly according to law” are denounced and 
criticized in the public press. 

And one thing we sincerely object to, is the fact that this advertising 
program, that is being engaged in by the steel industry, is being paid 
for by the ordinary taxpaying citizens of this country. It is tax- 
deducted. 

Mr. Mutter. Well maybe we can stir the tax department into using 
that provision of the law which refers to unreasonable and excessive 
costs, and maybe they can strike out of their returns as a deductible 
expense this false advertising that we are now paying for. 

Mr. Carey. Yes; the propaganda, but particularly that portion of 
it that is directed against the United States Government. 

Mr. Coxe. Of course your only trouble with that, Mr. Multer, is 
that somebody must judge what is false. I agree with practically 
everything you said there, Mr. Carey, but somebody in goverament 
then must determine what is right and what is wrong in connection 
with advertising. 

Mr. Mutrer. Is not that so in every field, Mr. Cole? Let us find 
out. 

Mr. Carey, do you know of anybody in the steel industry who raised 
his voice in protest against the order of the President extending for 9 
months the enlistment contracts of the men and women in the armed 
services, during this very emergency? We did not hear any of them 
say anything about deprivation of rights or breach of contract without 
due process of law when that was done. But the minute you tell 
them, “You are going to supply these boys with the matériel with 
which to carry on,” then we are depriving them of their property 
without due process of law. 

Mr. Cots. No, no; as I said to Mr. Feinsinger, I have no opinion 
about this wage raise. The men should be paid whatever money 
they are entitled to. I have no controversy about that at all. 

All I am saying is, on your question of advertising—and I can 
understand how heated you get about this advertising, because of 
what some of the folks out home advertised in a political compaign, 
and said some things about me. I do not like it. 

Mr. Carry. But you do not pay for it, sir. That is the point I am 
raising here. Why should I have to pay for some advertising designed 
by the steel corporations that question the integrity of our Govern- 
ment? 
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Mr. Couz. I understand, but I believe in persons being treated with 
equality. I just want to raise that question that, when you speak 
of judging whether the advertising is proper or not, I think we ought 
to go pretty slow. 

Mr. Douurnecer. If we believe in freedom of speech then they ought 
to present both sides of the case. 

Mr. Cote. You do not expect the steel companies to present both 
sides of the case. 

Mr. Do.utnaer. If they are using tax money; yes. 

Mr. Carry. The steel companies should be required to pay for 
their own advertising and not take it out of the public coffers, especi- 
ally when they say 

Mr. Cour. I do not mean to raise great question about it. 

Mr. Carry. But they did say that the public members of the Wage 
Stabilization Board were on the payroll of the CIO. As a financial 
officer of the CIO I know that to be a damnable lie and I do not think 
we ought to use the taxpayers’ money to promote a lying statement 
of that nature, because I do contend that the big fight that we have 
today is to maintain confidence in each other, and in our Government. 
And I do not think the Government should permit the continuation 
of an arrangement by which steel corporations are able to use the 
public’s money for the purpose of doing a Communist job on the 
confidence of the American people and their Government. 

Well, I am indignant about it. 

Mr. Coxe. That is understandable. 

Mr. Mutter. That is all, Mr. Chairman. 

The Cuarrman. Mr. Kilburn. 

Mr. Kiizpurn. I do not want to get into any controversy about it, 
but I would like to get your opinion, Mr. Carey. 

Over a long period of time, and, generally speaking, do you favor 
free collective bargaining in arriving at wages and fringe benefits, in 
arriving at your contracts with the companies, or do you favor any 
kind of a Government board? 

Mr. Carey. Sir, I favor free collective bargaining, but I have to be 
realistic and recognize that, as organized workers, dealing with a highly 
organized industry, that the Government and the people would be at 
a disadvantage in the present period of time. 

For instance, sir, we favor controls, although we are opposed to 
controls. We do not say just price controls, we say that there have 
to be, today, these boards. Not that we like them, but even if we 
had inflation without controls, the organized-labor workers in this 
country could perhaps keep their heads above water in this treadmill 
that we face, but we would be doing it at the expense of the unorgan- 
ized people. 

So we would say today, with the demands made upon our society 
for defense purposes, it is necessary to have these Wage Stabilization 
Boards, and OPS, and some of these others. 

In a free economy, all of the people’s interests would be served by 
the elimination of those boards. 

We do think that Government has a role to play in trying to balance 
the interests between some of the groups, more as a referee, sir, than 
anything else. 

Mr. Kizpurn. That is it. Referee is the whole thing. 
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Mr. Carey. At the present time the role of the Government must 
be increased rather than diminished. 

Mr. Kripurn. I think the referee business is fine, but where the 
Government, any Government board or any Government official, 
comes in and tries to settle a thing, compulsorily settle it, it seems to 
me over the years, both labor and management, and the public, are 
going to be hurt. 

That is all, Mr. Chairman. 

The Chairman. Mr. O’Brien. 

Mr. O’Brien. I would like to ask you one question, Mr. Carey. 

When you say you are in favor of these Government controls, you 
mean just as a temporary measure, just as this law is designed to be, 
from year to year, with the time limitations it imposes? 

Mr. Carry. Yes, sir, but we would contend that there is a danger 
in eliminating some of the necessary controls too soon. And that did 
occur, in my opinion, in 1946. We eliminated price control. First we 
finished its effectiveness, and destroyed any support for it, and it 
resulted in prices going up to such a degree, in a very short period—— 

Mr. O’Brien. You are for a time limitation in the legislation we 
pass, however. You are not for these controls as a permanent 
institution? 

Mr. Carny. No, sir; we are certainly against the controls as a 
permanent institution. As long as the need is there, we are going to 
have to get along with them. 

Mr. Berrs. Do you think the act should be extended for 2 years? 

Mr. Carry. I certainly think that 2 years would be a proper period 
of time. It may change. Perhaps our views on that subject will 
change by the next time we appear before this committee, perhaps 
next year. 

There is no way of determining it, because, as I said, Congressman, 
there are some questions that are beyond your ability to determine. 

How long the Soviet Union will take, in being taught that by this 
campaign of active military aggression they are not going to be able 
to do as well as they would if they tried to get along with the rest of 
the world? That will take perhaps, in our estimation, some time. 

I had the opportunity of being in the Soviet Union three times 
since the war, and in those three times I had no reason to believe that 
there is going to be an immediate reduction in the intensity of the 
Soviet Union’s effort to control the interests of all the people of the 
world. 

Mr. Berrs. Do you think we should have controls as long as there 
is that threat? 

Mr. Carry. I would say we may have to have controls as long as 
we have such a large part of our economy going into military purposes. 

Now I might suggest that, after the military build-up, there would 
be less reason for continuation of controls. We could, certainly, 
operate our economy without the kind of controls that we need now, 
even though we still have the threat, and even though we still have to 
expend a portion of our economy for the purposes of defense against 
Communist aggression. 

But the present military build-up will reach its peak in a short time, 
and is certainly much more than this country can have without 
restraints and controls. 

Mr. Douurncer. Mr. Chairman. 
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The CuHarrMan. Mr. Dollinger. 
Mr. Douurncer. I would like the record, at this point, to show 
that Congressman Addonizio was not here this morning because he is 
detained on very urgent official business. He wanted to be here this 
morning but could not for that reason. 

Mr. Carey, I want to commend you on a very fine presentation. 

Mr. Cargy. Thank you, very much. 

Mr. Fueate. Mr. Chairman. 

The CHatrMAN. Mr. Fugate. 

Mr. Fueate. Mr. Carey, I notice you devote two paragraphs in 
your prepared statement to subsidies on farm commodities. Would 
you care to elaborate just a little on that? 

Mr. Carry. We believe that there are some subsidies that would 
save our Nation money, and save the people tremendous inconvenience 
and provide a better opportunity to secure our freedom. 

We are not against subsidies. We honestly and sincerely believe 
that if we had a program similar to what we had in World War II, 
say subsidies for the production of domestic copper, for example, that 
that would be helpful. 

We produced in 1943, 1,225,000 tons of copper, and despite our 
best effort this time, we have only been able to produce 625,000 tons 
of copper. 

Now if in 1943 we could produce 1,200,000 tons of copper, and in 
1950, 625,000 tons of copper, you see what happens to the price of 
copper. In 1943 it was at the rate of 12 cents a pound. Now it is 
at the rate of 27 and 29 cents a pound. And the difference is due to 
the fact that in 1943 we had a program that permitted subsidizing the 
submarginal operations and marginal operations of our copper 
producers in this country. 

Mr. Fucatr. Mr. Carey, I am thinking in terms of farm com- 
modities. 

Mr. Carry. I was going—I am speaking in terms I know best. 
Then I would like, if I may, to relate it. 

The same thing is true. If we can assure farmers a fair return for 
their production, and where we have marginal land areas, we could 
put them into production, but we shouldn’t do it at the expense of 
the consumer, of gearing our price structure to meet the high-cost 
producer, or to put it into operation to penalize the farmer on the 
high-cost operation. 

So why not subsidize? 

Mr. Fuearnr. Well, you are cognizant of the fact that the farmer 
opposes any type of subsidies on his production, are you not? 

Mr. Carty. Some farm organizations do; yes, sir. But we have 
had subsidies in this country to help expand our railroads, we have 
had subsidies, now, to expand our aircraft production, and so forth. 
There was a general feeling that a subsidy was a charity operation, 
that a subsidy was a socialistic operation, and the farmers, an awful 
lot of them, and farm organizations in particular, are contending that 
subsidies are bad, that it is unpatriotic, and unwise and so forth. 
But not all farm organizations or all farmers believe that. 

There are some farm organizations, and I think the overwhelming 
group of farmers, that would like to give this Nation all the production 
it needs, as long as they were assured that they were not doing an 
injury to their own interests. 
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Mr. Fueare. Isn’t it a matter of record that we have surpluses 
now in almost every type of farm commodity, including the cereals, 
meats, fibers, and oils? Perhaps with one exception, in the dairy 
industry? 

Mr. Carry. Well, sir, I happen to be a believer that wheat can be 
as much of an effective weapon in this present fight that we have as a 
gun or a jet-propelled plane. 

Mr. Fueate. I agree with you. 

Mr. Carey. I am thinking in terms of food and fibers as a weapon 
against communism. 

Mr Fueare You are thinking of subsidies only in terms of short- 
ages, are you not? Not in terms of surpluses? 

Mr Carey. In order to maintain the security of our Nation in 
terms of balance as well. There might be some things that it would 
be well for us to produce, that would require subsidies, but not to have 
subsidies would place our Nation in a postition such that we would 
jeopardize our getting those necessary things Iam not at all familiar 
with the necessary fibers and so forth, but I would say, sir, that we 
ought to have subsidies where we need them. 

Mr. Fuaats. You do not have black markets except in times of 
shortages or scarcities, do you? In other words, as to the salughter 
quota amendment, we have had no difficulty in that field, with black 
markets, because there has been ample meat. As a matter of fact, 
we have got a surplus supply of meat at the present time. That 
probably accounts for the fact that we have rot had much trouble with 
black markets, do you not think? 

Mr. Carey. That is correct. But I would say that what we object 
to very vigorously, is to have Congress refuse to enact an amendment, or 
to repeal an amendment, for the fear that black markets would grow. 
In other words, you would say that we have to be blackmailed into 
doing something of that nature, because we are unable to police a 
situation and it is appeasing the kind of interests and forces that 
certainly are not willing to make their voluntary contribution. 

I would say, on that business, that it seemed to us that those who 
had the most experience in the field of application of reasonable 
price-control legislation, were unanimous in their feeling that there 
were certain tools that the Administrators had to have to-work with, 
and I think those tools should have been given, unless there was some 
good and sufficient reason why they should not be. And those who 
administered the price-control legislation seemed to us, on the record 
to be very much in favor of the repeal of certain amendments, and 
one of them was that restriction on their ability to determine the 
quotas of cattle. 

Mr. Fuaeate. That is all, Mr. Chairman. 

The CHarrman. Mr. Betts. 

Mr. Berts. I asked the questions I was interested in previously. 
que CuarrMan. Then that will conclude the testimony of Mr. 

arey. 

Mr. Carry. May I say a word of appreciation to the chairman and 
members of the committee for the treatment I have received? 

The CHarrman. Thank you. We are glad to have your views, 
Mr. Carey. You have stated them very clearly and very vigorously 
and we are glad to have them. 

Call the next witness, Mr. Clerk. 
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The Cierx. The next witness is Anna Blumstein, representing the 
Metropolitan Slaughterers Association. 

The CuarrMan. Mrs. Blumstein, I regret very much that I have an 
engagement on the floor. If we do not get through with the witnesses 
at a reasonable time this morning, I suggest that we meet this after- 
noon, at 2 or 2:30. and continue to hear the testimony at that time. 

I will ask Mr. Brown to preside. 

Mr. Brown. You may proceed, Mrs. Blumstein. 


STATEMENT OF ANNA BLUMSTEIN, REPRESENTING METRO- 
POLITAN SLAUGHTERERS ASSOCIATION 


Mrs. BuumsteIn. Mr. Chairman and members of the committee, 
my name is Anna Blumstein and I am the executive secretary of the 
Metropolitan Slaughterers Association with its principal office in New 
York City. 

This association comprises virtually all of the independent non- 
processing slaughterers in the New York, New Jersey area. 

I am also the president of Bogart Packing Co., of New York City, 
which is engaged in cattle slaughter. 

I am a certified public accountant in the State of New York and 
have been actively engaged in the meat slaughtering industry for the 
past 25 years. 

I am happy to take this opportunity to come before you gentlemen 
and present the views of our association to you. 

The Metropolitan Slaughterers Association definitely believes in the 
basic principle of price control because we believe and are convinced 
that it is necessary for the best welfare of our great Nation at times 
of abnormal economic conditions. However, having learned to oper- 
ate and conduct our business under an economy that was based on 
free supply and demand with prices controlled entirely by the eco- 
nomics of the times and business conditions, it is somewhat difficult 
to adjust ourselves. Yet, an intelligent, well administered price- 
control program can operate successfully in meats’as in any other 
industry. 

Our first point is that there must be restoration of quotas. There 
cannot be effective meat controls by OPS without slaughter quotas 
and a normal, equitable pattern of distribution. These two go hand 
in hand and would serve as an effective bar to the creation of black 
markets. It is the opportunistic newcomers, attracted to the creation 
of black markets. It is the opportunistic newcomers, attracted to the 
meat industry attempting to cash in, who first create a black market. 
Then, as a result of the legitimate merchant’s inability to receive his 
fair share of the available meat supply, caused by the dislocation of 
the normal distribution pattern, that overceiling prices become 
established. 

OPA experiences during World War II clearly demonstrated that 
the black market was created by maldistribution and the dislocation 
of normal distribution channels, not production. Just as soon as the 
legitimate wholesaler and retailer finds his normal supply from his 
regular packer or slaughterer being cut down or entirely gone, then 
he has no choice, he must go to the chiseling opportunist and pay over- 
ceiling prices if he wants to stay in business. He in turn, if he must 
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earn a living and can’t afford to lose money, must resell at over ceiling 
prices. It is just as simple and irrefutable as that. 

Therefore, an effective and realistic meat-control program must be 
founded upon the maintenance of a normal, equitable distribution of 
meat. A quota system is the most effective weapon to control that 
very problem. Therefore, if slaughterer and packer knew that he 
was assured of his fair and equitable share of livestock, predicated 
upon a precontrol base period, then, he would no longer be tempted 
to purchase cattle in excess of his normal requirements in an effort 
to capture more than his regular share of the market. 

However, during periods of heavy marketing when the supply of 
livestock is plentiful—quotas should be apportioned at 100-plus_per- 
cent of the slaughterers base-quota period. For example, if the 
slaughterer’s base period entitles him to 1,000 head of cattle per month 
and the supply would entitle him to buy 2,000 head per month, then 
his quota should be 200 percent of his base-period quota. This 
would have the effect of making for more flexibility within the quota- 
control framework with more realism of current marketing conditions. 

Of course, provision should be made for new businesses as well as 
the requirements of defense-area locations. A further argument in 
favor of quotas is the need for meeting the meat requirements of the 
armed services. We now have several million men under arms. 
The Armed Forces can purchase their meat supply only from federally 
inspected slaughterhouses. 

Without a quota program, adjustments cannot be made in those 
areas of the country which are called upon to supply the military 
requirements. 

Every legitimate packer or slaughterer is basically honest and 
does not want to become a malefactor even if he is not in complete 
sympathy with the meat-control program. It is a fact that the profit 
margin in the meat industry is extremely narrow and almost any 
minor variation or dislocation in the normal livestock price or plant 
overhead causes either a diminution of profit or an operational loss. 

Therefore, just as soon as the slaughterer finds himself outbid for 
livestock and his volume dropping with a resultant financial loss in 
operation, he becomes irresistibly compelled to pay overceiling prices 
for livestock and in self preservation required to charge overceiling 
prices for meat. After all, he has a substantial plant investment to 
protect and no man or company will sit idly by and permit newly 
come speculators and chiselers to run him out of business. 

This, in turn, reflects upon the ethics and operations of the legiti- 
mate wholesaler and retailer. If they can’t buy meat from their 
regular and legitimate meat suppliers they have to turn to the 
chiseler or black marketeer if they want to stay in business. 

It is therefore, that we strongly urge this Congress to restore quota 
control. 

However, it is our firm conviction that there is one inherent weak- 
ness presently existing in the livestock and slaughter regulations as 
promulgated by the OPS—that is, failure to fix price ceilings on 
livestock by species and grades together with a program of livestock 
compulsory grading prior to their purchase and shipment. 

If there is to be an effective price control for meat at slaughterhouse, 
wholesale and retail levels, this must be done. 
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If competitive bidding without control or limit is permitted on 
livestock and dollar-and-cents ceilings set only on the derivative 
product at slaughterhouse, wholesale, and retail levels, no controls, 
no matter how reasonable they might be, can succeed. 

The present OPS program is based upon the theory that the slaugh- 
terer and packing-house livestock buyers will establish a fair livestock 
price by refusing to purchase livestock at prices that will not profitably 
permit the slaughterer to stay in compliance on a monthly basis. It 
is thus fallaciously argued, the resultant lack of buyers will force 
livestock prices down. This reasoning completely ignores the prac- 
tical experiences gained during the OPA days of World War II when 
that same theory was first developed, put into operation, and then 
junked because it was found to be unsound for two major reasons. 

First, the slaughterer and packer with a large fixed operational 
overhead could not hold out for a livestock price decline either as long 
or as well as the farmer or feeding lot operator. The latter need only 
keep their livestock on the feed lot with practically no additional over- 
head so long as they did not exceed the normal fattening-up process 
by any great degree. This operation does not materially increase 
their overhead. The second and basic reason is that no packer or 
slaughterer will ever voluntarily shut down operations and let the 
continuing fixed substantial overhead costs eventually bankrupt him, 
so long as there is some hope, fragile and intangible as it might be, 
that either the ultimate grading or yield or improved business condi- 
tions might offer either a break-even point of return or some small 
profit. Man is forever optimistic, slaughterers and packing-house 
operators who buy their cattle, substantially ahead of the actual date 
they are slaughtered, are no exception. 

It cannot be disputed that there is an overwhelming pressure on the 
slaughterer and packer which is caused when he purchases livestock 
and pays for Prime grades, only to find after slaughter that these 
purchases are either Choice or Good and as a result he finds himself 
in violation of OPS compliance through no fault of his own. In this 
way, not only is he a violator but in addition he is penalized by being 
compelled to take an additional, further loss because he cannot sell 
meat at the price related to the price he was compelled to pay for 
Prime cattle. There must be some responsibility for the grade of 
livestock and its relationship to its grade after slaughter. It might 
be possible that some modification of the presently existing procedure 
which is now used by the Department of Agriculture, with revisions, 
could serve to accomplish this result. 

The Department of Agriculture has long had a procedure by which 
they are able to trace diseased animal suspects from their original 
source, through shipment and down to slaughter. 

Couldn’t this presently existing apparatus be modified to handle 
livestock grading by qualified Government graders? The daily press 
reports livestock supply by species and grades, and certainly with a 
tolerance of a grade, either up or down to take care of the human-error 
factor there would be some solution to this vexing problem. 

We realize that this proposition is completely new to slaughter and 
beef control, but we respectfully insist that it is most imperative and 
urgent that such a program be adopted. 

Perhaps it might be well for me at this point to explain that non- 
processing slaughterers kill cattle, calves, and sheep in order to supply 
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fresh meat for food purposes, while the processing slaughterers such 
as Swift, Armour, Wilson, Cudahy, and so forth, are fully integrated 
plants which slaughter livestock for fresh meat food purposes, but in 
addition they cure and can meat, make sausage, dog and cat foods, 
feed and fertilizer for livestock and agriculture, tan hides, skins, and 
pelts as well as manufacture lard, shortening, and even make pharma- 
ceuticals from the animal glands or organs. It is these integrated 
processing operations that permit much more substantial mark-ups 
in the sales price and results in much greater gross and net profit 
percentages than the fresh meat, nonprocessing meat slaughterer can 
secure through his livestock slaughtering operations. 

It is a well accepted and recognized fact that the fresh meat slaugh- 
tering industry in normal times is very well satisfied with a net profit 
of one-half of 1 percent of its total sales. It is perhaps one of the 
lowest net profit figures of any industry in the United States. The 
successful operation by a nonprocessing independent slaughterer can 
be very deeply affected by the decline in the yield from any of the 
skins, hides, tallow bones, and other byproducts. He merely collects 
these byproducts and sells them to other processors, because he lacks 
facilities to handle them in any other way. 

We call your attention to the fact that in World War II it was 
found necessary to protect the nonprocessing slaughterer in the form 
of a special subsidy in addition to the regular roll-back subsidy which 
was paid to all slaughterers. 

We must point out that in order to treat the slaughtering industry 
equitably and fairly, the regulations must be so written so as to provide 
the slaughterers with a profit on fresh beef operations. There is a 
very large segment of the industry that is engaged in this phase alone, 
and there have been estimates that at least 15 percent of the Na- 
tion’s fresh meat supply is produced by independent nonprocessing 
slaughterers. These figures are based upon the subsidy returns during 
World War II which were filed by the slaughterers throughout the 
Nation. As a matter of fact, the United States Emergency Court of 
Appeals during the OPA days ruled that the OPA was Cosliy required 
to give full weight to the nonprocessing slaughterer segment of the 
industry in the writing of its meat regulations. 

Perhaps a subsidy program is the only solution. But, if there must 
be a subsidy, let us give it to the farmer, especially if it will reduce 
livestock prices so that the slaughterers can operate and supply the 
people of the United States with more meat at lower prices. 

Mr. Brown. Are there any questions? 

Mr. Wo tcort. I should like to ask Mrs. Blumstein a question. 

Mr. Brown. Mr. Wolcott. 

Mr. Wo tcort. Is there much of a black market in meat now? 

Mrs. Buumstern. Not right now, no. 

Mr. Wotcorrt. I understood from your argument that you wanted 
these slaughter quotas restored to prevent a black market. 

Mrs. Buumstern. Yes. Our industry has a very delicately bal- 
anced mechanism. Every condition surrounding it affects it, and 
while right now there is heavy marketing, in about two more weeks, 
when the marketings decrease, due to the fact that the farmers are 
out in their fields and are not bringing their cattle into market, we 
will get a tight situation again, and at just about the same time, the 
demand for beef is heightened. 
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And because of this constant fluctuation in conditions, we feel that 
we must have quotas to take care of those conditions. 

Mr. Brown. Does anyone else desire to interrogate the witness? 

Mr. Tate. Yes, Mr. Chairman. 

Mr. Brown. Doctor Talle. 

Mr. Tatie. When was your association organized? 

Mrs. BLuMsTEIN. Our association was organized in 1950. 

Mr. Tate. In 1950? 

Mrs. Buumsrein. Yes, July 1950. 

Mr. Tatite. How many members are there in it? 

Mrs. Buumstern. We are about 13 members. Those practically 
all—I would say 95 percent—of the nonprocessing slaughterers in the 
metropolitan area of New York. That would take in New York, 
New Jersey, and parts of Connecticut. 

Mr. Tauue. Is it supported by the payment of dues? 

Mrs. BuumstTEIN. Yes, sir. 

Mr. Tautue. I think all the slaughterers will testify that you are 
right in saying that the profit margin in the industry is very narrow. 

Mrs. BiumsteErn. That is a historical fact, sir. 

Mr. Tauuie. Yes. On pages 4 and 5 of your statement, you men- 
tion grading. 

Mrs. BuumsTEIN. Yes. 

Mr. Tate. If I may quote your statement: 

First, the slaughterer and packer with a large fixed operational overhead could 
not hold out for a livestock price decline either as long or as well as the farmer or 
feeding-lot operator. 


Mrs. BuumstEIn. That is true. 

Mr. Tair. There are several feed-lot operators in my district, and 
I am interested in your next statement, which I quote: 

The latter need only keep their livestock on the feedlot with practically no 
additional overhead so long as they did not exceed the normal fattening up 
process by any great degree. 

That is exactly what the feed-lot operator wants to do. He wants 
to feed livestock up to a certain degree, and it is beyond that point 
where his overhead will increase, if he holds on to them. 

So I agree with your statement, but it is just stating something 
that is true all the time. There is no holding out normally. As soon 
as he starts to hold out, beyond that normal period, of course his 
overhead goes up. It is bound to. 

Mrs. BuLumMsTEIN. It is true, but the livestock slaughterer, how- 
ever, is faced with a different condition. He must have cattle to 
slaughter every day in the week, and if the cattle offered at the price 
by the feeder is too high, the slaughterer cannot hold out too long 
hecause he will lose his cattle. 

Now I am not talking of the large slaughterers who probably own 
land companies, or feedlots of their own and can take the cattle off 
aes they need them and hedge against what they can buy on the 
market. 

I am talking about small, nonprocessing slaughterers, who must 
have shipments every day in the week. And if they have to hold out, 
as has been my own personal experience, for lower prices, we find that 
perhaps by the end of the week we will pay even more. The demand 
is constantly there. 
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Mr. Tate. On page 5 of your statement you mention grading of 
cattle again. 

Mrs. BLuMSTEIN. Yes, sir. 

Mr. Tate. Do you regard that as an easy thing to do? Grading, 
I mean? 

Mrs. BuumstTetn. Live cattle? 

Mr. Tate. Yes. 

Mrs. Buumstein. Well, we seem to have so many experts in the 
livestock field who are in the business, and sell cattle, that they say 
are prime, that is will grade prime when slaughtered, or are choice, 
and will grade the same when slaughtered, that I should imagine it 
wouldn’t be too difficult. 

I think the Department of Agriculture has many experts who would 
be able to judge, within one grade. We must allow for that element of 
error. 

Mr. Tauue. Has your association had any difficulty with grading? 

Mrs. Buumstern. With the grading? 

Mr. Tatue. That beef, say, might be graded prime, and then sub- 
sequently, the meat sold at a lower grade? 

Mrs. Buumstern. Yes. 

Mr. Tatts. Have you had any experience with the reverse of that? 

Mrs. Buumstern. Once in a while, but on the whole, it has been 
just the other way around. 

Mr. Tauite. Yes. Now are you in favor of the Herlong amend- 
ment? 

Mrs. Buumsrern. I don’t know enough about it to say. 

Mr. Tatie. Well, I was wondering, because at the bottom of page 
6 of your statement, I think you say there, if I may quote your 
statement: 
the regulations must be so written as to provide the slaughterers with a profit 
on fresh beef operations. 

In other words, any auxiliary operations the slaughterer may carry 
on should be entirely separate? 

Mrs. BuumsTern. Yes, sir. 

Mr. Tauue. So that the profit should be on the beef operations 
alone? 

Mrs. BuumsreEIn. Yes, sir; that is right. 

Mr. Tautur. That is your point of view? 

Mrs. Buumsrein. Yes, sir. 

Mr. Tauie. Thank you very much. 

Mr. Brown. Does any other member desire to interrogate the 
witness? 

Mr. Corr. I would like to ask, what has been the experience of 
your organization with reference to the receipt of cattle since its 
elimination of slaughter quotas? 

Mrs. BuumstTerIn. Well, there have been mixed experiences, I may 
say. 

The first time—I mean when the quotas were first removed, there 
was a scarcity. After a while, that scarcity was modified. 

Mr. Cots. Your prime purpose for the establishment of slaughter 
quotas, then, is merely to eliminate the black market, and not the 
channeling of livestock into the ordinary distributing system? 

Mrs. Buumstern. No, not only for black markets, but really the 
channeling of the livestock, because while one month the condition 
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might be such that there is plenty of cattle available, in 1 day the whole 
situation can reverse itself, and it is almost impossible for some outside 
reason to buy the cattle, and the price moves right up. 

Mr. Cote. But why would slaughtering quotas change that and how 
would they change that? 

Mrs. BiumsreIn. Slaughtering quotas have quite a number of good 
effects. 

First of all, it will limit thos people who are just opportunists, and 
who go in to buy speculatively. There are many people—— 

Mr. Cour. Pardon me, the agency is restricting certain of these 
so-called opportunists today. 

Mrs. BuumsteIN. Yes, that is right. 

Mr. Cote. Yes. 

Mrs. Buumstein. But there is a way—they find ways to go in, in 
spite of the restrictions, and without quotas, to buy. 

First of all, all the sellers of cattle find that they, too, have to ac- 
count to the agency, for what they have sold and to whom, and when 
the quotas are removed there is no restriction whatever and there is 
alot of speculation, which affects the prices of livestock—upward. 

Mr. Cour. Well, we haven’t found, so far as I know, any factual 
evidence to indicate that eliminating slaughter quotas made any 
appreciable difference in the distributing system of the livestock 
industry. Maybe it is true, but you have not presented us with any 
facts to that effect. 

Mrs. Buumstein. Perhaps not for the last few months, but before 
the quotas were imposed, there was a great deal of hardship due to 
skyrocketing prices, and everybody going into the business, and since 
quotas have been removed there have been some leveling-off factors; 
but we are not looking at just those leveling-off factors, we are thinking 
of the time when the condition does change, where there is a scarcity, 
and where those people who normally would have quotas and would 
be able to obtain their cattle, will be just fenced out. 

Mr. Coxe. That is all, Mr. Chairman. 

Mr. Brown. Any other questions? 

Mr. Mutter. Mr. Chairman. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. I would like to clarify something, Mrs. Blumstein. 

On page 4 of your statement, your testimony was directed a few 
moments ago to livestock being held on the feed lots with practically 
no overhead. 

The slaughterers you represent, the nonprocessing slaughterers, I 
think you called them 

Mrs. BuumstEIN. Yes. 

Mr. Mutter. That is their only business, is it not? 

Mrs. Buumstetn. That is right. 

Mr. Murer. And when they cannot get any cattle, they go out 
of business. Or at least they must close up temporarily. 

Mrs. Buumsrern. That is right. 

Mr. Mutter. Your costs go on, you have got to keep your help, 
so you don’t lose them, you have got to continue to pay their wages, 
and all the other overhead, and you have got no cattle to slaughter, 
and it practically ruins your business if you cannot get cattle. 

Mrs. Buumstetn. That is true. 
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” Mr. Mutrer. While the big packer has all these diversified indus- 
tries integrated with his slaughtering, he owns the cattle, owns 
ranches, owns feed lots, takes them off the feed lots as he wants them, 
and if he does not want them he just lets them stay on the feed lot and 
his business is going on just the same. 

Mrs. BuumsteINn. That is true. 

Mr. Mutrer. That is why these big packers are very happy to get 
along with a net profit of one-half of 1 percent on total sales. 

Mrs. Buumsrern. That is right. 

Mr. Mutter. Because while they might even lose money on the 
cattle they slaughter, they are making terrific profits on the other 
items, is that not so? 

Mrs. Buumstern. Yes. 

Mr. Mutter. So that even with one-half of 1 percent of profit on 
total sales, the big packers have made profits aggregating tremendous 
sums? 

Mrs. Biumstern. That is right. 

Mr. Mutter. That is all, Mr. Chairman. 

Mr. Brown. Mrs. Blumstein, thank you for your testimony. 

Mrs. Biumstern. Thank you very much, gentlemen, for giving me 
this opportunity to tell about our plight. 

Mr. Brown. Mr. Clerk, call the next witness. 

The Cierx. The next witness is Mr. John J. Gunther, representing 
the Americans for Democratic Action. 

Mr. Brown. Mr. Gunther, you may proceed. 


STATEMENT OF JOHN J. GUNTHER, REPRESENTING AMERICANS 
FOR DEMOCRATIC ACTION 


Mr. Guntuer. Mr. Chairman, members of the committee, I am 
John J. Gunther, legislative representative of Americans for Demo- 
cratic Action. The ADA is an independent political organization 
founded in January, 1947, and dedicated to securing economic security 
and political liberty for all people by democratic means. 

I am here today to present the views of the ADA on the question of 
extension of the Defense Production Act. 

After the Communist attack in Korea the people of America under- 
took a mobilization program which was not merely to stop the aggres- 
sion in Korea, but to make it abundantly clear to Russia that aggression 
anywhere would be met and repelled. This preparedness program 
must continue. We and our allies in the United Nations must be ever 
ready to meet totalitarian force with force until Russia realizes the 
futility of her present course. 

ADA has urged real inflation control since the outbreak of the 
Korean conflict. If inflation had been controlled from the outset the 
American economy would be on much sounder footing today. In- 
flation in the last half of 1950 and throughout 1951 has depressed living 
standards in an inequitable manner and the value of savings and 
insurance has been reduced. 

A vital part of the preparedness program is the Defense Production 
Act, and ADA favors the extension of this law with the elimination 
of present crippling provisions. We believe that to end authority to 
control prices, wages and credit because the aggression in Korea has 
been halted would be dangerous both to our own domestic economy 
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and to our relations with out allies whose economic health depends 
upon American stability. We believe that these controls are essential 
in the name of justice and preparedness. 

The Defense Production Act of 1950, as amended, expires on June 
30 of this year. We propose that this law be continued for at least 
2 years and that all of the weakening provisions of the present law 
be repealed and that new strengthening provisions be added. 

The stabilization authority granted in the law should be designed 
so as to promote stability and all antistabilization provisions should 
be dropped. ADA calls upon Congress to repeal the Capehart, 
Herlong, and Hope--Butler amendments. All of these provisions have 
one thing in common, they provide a legal rigidity which makes in- 
telligent and just administration impossible. 

The Capehart amendment has done irreparable harm and is today 
a real threat to stability. If new inflationary pressures develop 
either as a result of purely domestic economic changes or because of 
new acts of aggression on the part of the Soviets, the cost-plus Cape- 
hart formula would provide the open channel through which inflation 
could move. 

This amendment does give immediate and unwarranted benefits 
to a few at the cost of depressing the living standards of the many, 
and thereby permits inflation to loot the pockets of the American 
consumer, 

The Herlong amendment merely extends the evils of the Capehart 
provisions to the wholesale and retail level. These two amendments 
have permitted a pyramiding of mark-ups so that recent excise tax 
increases have required the Office of Price Stabilization to increase 
price ceilings not only the amount of the tax, but also the amount of 
a profit mark-up on the tax. Thus have been destroyed much of the 
hoped-for antiinflationary effects of increased excise taxes. To con- 
tinue this nonsensical approach to inflation control only misleads the 
American people into a false sense of security. 

The Hope-Butler antislaughter quota amendment makes effective 
price control on meat impossible. The consumers are defenseless 
against manipulation of the market by the well-organized meat indus- 
try. Last spring these men who control the meat supply of America 
marched into Washington and demanded the moon and Congress 
promptly gave them what they demanded. 

It has been brought out this morning that there has been no black 
market developing as a result of doing away with slaughter quotas. 
However, everyone knows if they read the newspapers that there 
was a great supply of meat in the last year. There was a great shortage 
before that. There might be another shortage coming in in the fall. 
As pointed out by the previous witness, there is an expected cutting 
down because of the seasonal characteristics in the meat supply. 

The controls were taken off in the fall, going into September, and 
therefore, there was no shortage. If a shortage develops, there is no 
question but that slaughter quotas will be necessary to keep meat out 
of the black market. 

Today the steel industry is demanding unconscionable price 
increases. If these demands are met the stabilization program will be 
wrecked; if the demands are rejected the steel boys threaten to ruin 
the production program. 
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This grave situation is clearly of Congress’ making. Inadequate 
protection of the American consumer has been the trademark of the 
legislation throughout the mobilization buildup. 

The act of 1950 was filled with voluntary nonsense, and once the 
administration did act to control prices and wages the Congress came 
up with the act of 1951 with its exemptions and cost-plus formula. 
Today during the consideration of the act of 1952 there is talk of 
further exemptions. 

In this action Congress has been protected from public view; the 
facts have not been presented to the consuming public. The present 
Defense Production Act encourages legalized inflation. The consumer 
demands and deserves adequate protection against destruction of the 
buving power of the dollar. 

We now hear much talk of undertaking a decontrol program. A 
decontrol program cannot benefit the American consumer. We have 
had price controls for less than 16 months and throughout this period 
congressional action has made controls weak. Some argue that many 
items are selling below ceilings, and that the maintenance of regulation 
on these items places an undue hardship on those producing and selling 
these goods. Regardless of the talk of a soft market, we note the 
consumers’ price index continues to climb. Evidently the benefits of 
the soft market have not reached the consuming public. ADA 
believes that ceiling prices under these circumstances provide needed 
assurances that new inflationary pressures will not result in price rises 
such as those which swept the country in the months following the 
outbreak of hostility in Korea. Businessmen today are required to 
keep extensive records for tax purposes, and we do not believe it an 
undue burden for them to file similar data under OPS regulations. 

To undertake decontrol in one area of the economy will develop a 
decontrol psychology throughout the economy. We saw this happen 
in 1945 and 1946. Once the decontrol of one industry has taken place 
the idea of decontrol snowballs and inflationary pressures are self- 
generating. If prices are decontrolled in a given industry, labor will 
demand the decontrolling of wages in that industry, and to decontrol 
wages in one industry will require general decontrol or will result in 
the pirating of skilled labor. Presumably less essential industry 
would be decontrolled first and this would result in a shift of labor 
from essential to less essential industry where wage increases would 
more rapidly be reflected. In considering the stability problem we 
must not overlook the fact that the Government is today spending at 
the rate of $45 billion—actually it is more than that—in defense 
industry and will, by January 1953, be spending at the rate of $60 
billion. 

The present over-all stabilization program is costing the American 
people approximately $90 million in taxes; or less than 58 cents per 
person. That is for the entire program. Certainly the stabilization 
program has saved every American consumer many dollars in lower 
prices on food, rents, and household appliances. 

Inflation cost the American people something over $10 billion to 
meet our defense needs in fiscal 1952. That is to say that inflated 
defense costs took an average of $65 from every one of the 155 million 
Americans, and this is an annual take. Clearly stabilization is in the 
public interest. 
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ADA also urges your committee to permit the limitation placed on 
the importation of fats and oils by section 104 of the DPA to expire 
June 30. We feel that the inclusion of this limitation in the basie 
mobilization law was unwise. The dairy industry of America is well 
enough established that it can compete with imported products with- 
out the aid of restrictive trade laws. 

We urge that the DPA be amended so as to permit the Office of Price 
Stabilization to intervene in cases before the ICC where common car- 
riers are asking for rate increases. One of the biggest holes in the 
present price control set-up is the unlimited rate increases that the 
ICC has been granting to carriers which sell directly to the public, 
i. e., the railroads. Since freight rates are an important element in 
cost determination, these rates should be held in line with other prices. 

In summary, we propose that the Defense Production Act be 
amended in the following ways: 

(1) Repeal the Capehart, Herlong, and Hope-Butler amendments. 

(2) Do not extend the fats and oils import limitation amendment. 

(5) Authorize the use of grade labeling as a protection for price 
ceilings. 

(4) Regulate commodity speculation. 

(5) Strengthen enforcement powers, including licensing. 

(6) Increase the loan authority of the Small Defense Plants Ad- 
ministration so that it will better be able to assist new and independent 
business, 

(7) Continue rent controls without inclusion of new formula provid- 
ing for increases. 

(8) Permit OPS to intervene in rate cases before the Interstate Com- 
merce Commission. 

I appreciate the opportunity which has been afforded me by the 
Committee to appear here to present the views of Americans for 
Democratic Action. 

Mr. Mutrer (presiding). Mr. Gamble, do you have any questions? 

Mr. Gamsue. You are really advocating broader relief than the 
price administrators themselves are asking for in this statement of 
yours, are you not? 

Mr. Gunruer. Broader relief? 

Mr. GAMBLE. Yes. 

Mr. Guntuer. For whom? 

Mr. GamBusz. Well, you are asking for amendments in here that 
have not been asked by the President or by the Office of Price 
Stabilization. 

Mr. Gunruer. That is right. There are a few in here. I think 
we ask for—well, point one is covered, point two is covered by the 
President, point three is not, point four is not—you don’t believe— 


yes, it is—— 


Mr. GAMBLE. Yes, that is in there. 

Mr. Gunruer. Point five was asked for last year and was taken out. 

Mr. GAMBLE. Yes. 

Mr. Gunruer. Point 6, that is asked for by the President. Point 7 
is asked for. Point 8, they do not ask for that. 

Mr. GamBue. That would be a new point? 

Mr. GunTHER. Yes, sir. 
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Mr. Gamstie. I wonder how you would work that out. The ICC 
is a separate organization, which has an over-all authority, and you 
would be bringing in another organization to regulate them. 

Mr. Guntruer. No; in World War II, the Office of Price Adminis- 
tration—what happened was when a common carrier, selling direct], 
to the public or indirectly—-would go before the ICC to ask for a rate 
increase, they would have to stipulate that they would agree that the 
Office of Price Administration could intervene. In other words, 
the OPA would come in before the ICC and present reasons why 
these increases should not be granted. 

At the present time they do not have this authority when the 
carrier is selling directly to the public, such as a railroad. 

Therefore, the Interstate Commerce Commission has been granting 
increases, unbelievable increases. No one expected them to grant 
increases anywhere near what they are doing. They are sort of like in 
a collective bargaining contest. 

Labor comes in and asks for a dollar an hour and the employer 
comes in and says ‘I will give vou the dollar.”” That is what is 
happening in the ICC. The railroads are getting everything they 
are asking for, in rate increases, and no one can go in and present 
the consumer’s side of it. 

The ICC has never been known for its favorable attitude towards 
the consumer, at least in recent history. 

Mr. Gambier. Of course that depends in part, I presume, upon 
the make-up of the ICC, which is an executive function. 

Mr. Gunruer. That is right. 

Mr. Gamsuie. That is all, Mr. Chairman. 

Mr. Mu rer. Dr. Talle. 

Mr. Tatue. Mr. Gunther, have you contacted the Chairman of 
the Foreign and Interstate Commerce Committee with reference to the 
ICC rate increases that you mention in your statement? 

Mr. Gunruer. We have been attending a hearing over there, and 
we intend to submit a brief on what is happening at the ICC. They 
have been over at the Senate side, conducting very extensive hearings 
on the whole question of 1CC’s authority, airline authority, regulation 
of the CAA and the CAB, and we intend to submit a brief on that 
whole problem. 

However, most of the bills before the committee now would increase 
rates, and give the ICC more authority to increase rates, or completely 
take some of the common carriers out from under regulation whatso- 
ever. It would take almost all of them out from under the Sherman 
Antitrust Act. 

Mr. Tauue. I note that vou recommend that fats and oils import 
limitations be dropped? 

Mr. Gunruer. Yes, sir. 

Mr. Tatie. Would vou favor having fats and oils come in from any 
part of the world in unlimited quantities? 

Mr. Gunruer. I would think so. I do not know what our present 
trade agreements are on fats and oils, but I know the principal problem 
we have been running into. We have heard an awful lot about it. 
That is that in Denmark, Sweden, there has been a tremendous resent- 
ment built up against the United States because of this fats and oils 
limitation; 
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While it is only a little bit of what we use—less than one percent of 
the total amount of fats and oils that go into the American market— 
it still means a lot to Denmark and Sweden, and they have been trying 
to figure out ways to retaliate, and this is a pretty bad time to start 
ficuring ways to retaliate, when they are in a North Atlantic Pact 
Agreement and trying to build up that part of the world. 

“Mr. Gamsue. Would vou vield to me, Dr. Talle? 

Mr. Tauue. I yield. 

Mr. GamBLe. You realize, don’t vou, that this committee did not 
put that fats and oils amendment in the law itself? That was put in 
on the floor. 

Mr. Guntuer. That is right. But it was accepted by the conferees. 

Mr. Tate. It was in both bills. 

Mr. Gunruer. That is right. 

Mr. GamB.e. It was offered by I presume what you would call the 
farm bloc, and accepted by the House. 

Mr. Murer. Not accepted. It was adopted. It was opposed by 
many. 

Mr. Gamr.e. Yes; there was a roll-call vote on it as I remember it, 
because vou and | voted against it. 

Mr. Murer. That is right. 

Mr. Gunruer. It was proposed by the farm bloc in both Houses 
and opposed by the suburban bloc and adopted in both Houses, with 
most of the city Congressmen voting against it. 

Mr. Tauue. | quote one sentence from your statement as follows: 

The dairy industry in America is well enough established that it can compete 
with imported products without the aid of restrictive trade laws. 

Would you like to furnish supporting data for that statement? 

Mr. Guntruer. I would like to say right off, Congressman, that we 
in ADA adopt the theory that while there might be some good tariffs, 
they must be for one purpose, or possibly two. 

One is to get an industry started in America. 

And secondly, to protect an industry which you might need in a 
grave emergency. We think subsidy is a better way to protect that 
latter industry, and possibly the former industry. 

However, there is a theory which the Congress adopted in the late 
twenties, in the Smoot-Hawley tariff, which was to protect industries. 
I do not think anyone can call the dairy industry a baby industry- 
That has been here ever since the first people came over here to set up 
the Colonies, and if the thing is not well enough established now to 
stand on its own feet, then it never will be, and I do not believe that 
is the case. I believe American Dairy, on practically every level, can 
compete. There are certain things which they cannot do. They can- 
not make Swiss cheese because they make Swiss cheese in Switzerland. 
If they make it here it is American Swiss cheese and they cannot call 
it that. 

They cannot make certain cheeses they make in Denmark because 
they are peculiar to Denmark. But that is the real problem involved. 
It is not that they are trying to keep from importing American Swiss 
cheese. It goes to whether you can import any kind of cheese from 
Denmark and there are very severe limitations on that at this time. 

I think the dairy industry in America is well established. It has 
been going on since the country started and certainly it has had an 
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ample opportunity in the past to build itself up, and I believe it has. 
I think the dairy industry does very well in America. In some 
places, I would say, such as here in the District of Columbia, in this 
area, they do very much too well. They have very strong monopo- 
listic control. There were hearings held up here a couple of vears 
ago which showed that pretty well, that it is just one great big 
monopoly here on the east coast, the dair y industry. 

Mr. Tauue. If section 104 of the current law is dropped, do you 
think the effect will be a continuation of the present price of milk, 
or a higher price, or a lower price? 

Mr. Gunruesr. I think it would have very little effect on the price 
of milk. Ido not make the argument against section 104 primarily 
on the matter of inflation. I think it had no place in this kind of 
a law. 

Mr. Tauue. I understand that is your viewpoint. 

Mr. Gunruer. This is something which should have come out of 
the Foreign Affairs Committee, and I think it could have been beaten 
if it had ever gone before those committees, because I do not believe 
they would ever have recommended it. 1 think it would have very 
little effect on the price of milk. I think it might have a little effect 
on cheese, which might in turn have a little effect on milk, but I do 
not believe it would have very much effect. I think the greatest 
effect of not extending section 104 would be on our international 
relations. 

I know. I have read a lot of the Danish papers.. We get them in 
our office, papers from Europe, and I read a great number of articles, 
and they are very, very bitter, speaking about the United States 
encouraging North Atlantic unity, and then breaking up markets 
which have been in existence for 50 and 60 years. The cheese dealers 
in Denmark have been selling to cheese importers here for years, and 
it has really caused a great deal of difficulty. 

While it is only, as I say, less than 1 percent of our domestic product, 
it means a great deal to people in Denmark. 

Mr. Tair. Your statement then is that you do not believe the 
price of milk would go up if section 104 were dropped? 

Mr. Guntuer. I do not think it would go up at all. I do not see 
how it could go up. 

Mr. Tatue. I see. In your study of the dairy industry, what have 
you found? Are the herds maintained pretty well or are they 
declining? 

Mr. Guntuer. Well, I do not pretend to have made any study of 
the dairy industry. However, we do have members in places such as 
Iowa, where they have a few. dairy cattle, and Maryland, and I get 
around the country and talk to them. They come into Washington, 
and we talk about it, and I have found that the dairy industry is 
doing pretty well, out in your part of the country, my part of the 
country. 

The dairy industry, usually—it is not just a dairy farm, it is dairy 
and other kind of farming, a little wheat, a little corn, pigs, and so on— 
and the dairy end is holding its own right now. And around here it is 
doing better than it was. Well, practically everywhere it is doing 
better than it was 4 years ago. 

Mr. Tate. I quite agree that the milk shed, so-called, in this 
area, is doing pretty well. 
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When you were out in Iowa, did you talk with some of the leading 
dairy people there about this problem? 

Mr. Gunruer. I talked to some farmers about it. I talked to 
some lawyers who represent dairy farmers, who represent associations. 

Mr. Tatuie. Were they people who are important in the industry? 
* Mr. Gunruer. I talked to some people at the University at Ames. 

Mr. Tauug. A very good school. 
© Mr. GuNTHER. People who know something about it. I talked to 
many agricultural economists there. 

Mr. Taig. Did you by any chance visit northeastern Iowa? 

Mr. Guntuer. I drove through northeastern Iowa. ‘That is all. 

Mr. Tate. You did not find a murmur of protest? 

Mr. Gunruer. I did not stop to listen. 

Mr. Tauie. Thank you very much. 

Mr. Mutter. Mr. Gunther, we thank you for your statement. I 
think it is a full and fair statement of the views of some of us. I would 
say that if my vote alone counted, you would get your recommenda- 
tions, but I am afraid we are dreaming, but I hope that we can get 
them. 

Mr. Guntruer. Thank you, Mr. Multer. 

Mr. Mutter. The next witness is Mr. Bernard Weitzer, national 
legislative director, Jewish War Veterans. 

‘We are glad to welcome you back again, Mr. Weitzer. 


STATEMENT OF BERNARD WEITZER, REPRESENTING JEWISH 
WAR VETERANS 


Mr. Werrzer. Thank you, Mr. Chairman. 


The Jewish War Veterans of the United States of America appre- 
ciate this opportunity to submit its views in support of H. R. 6546. 
Our organization has regularly affirmed, at its annual conventions, 
its support for the objectives of this legislation both before and since 
the Communists attacked in Korea. I quote briefly, part of a resolu- 
tion passed prior to Korea which reads as follows: 


Whereas any future war will involve not only our Armed Forces but our entire 
population and all of their efforts and all of our resources if we are to meet anv 
aggressor’s challenge quickly and successtully * * aed therefore, be it 

Resolved, That a stand- by program be formulated duster t1 1e E ighty-first session 
ot Congress for mobilizing our industrial, transportation, construction, distribu- 
tion, agricultural, and financial resources to go into effect immediately upon 
declaration of war and providing for severe limitation upon private profits such 
as have accrued in previous wars. 


Subsequently, at our fifty-fifth annual convention held in Asbury 
Park, N. J., the following resolution was passed and reaffirmed, 
essence, at the fifty-sixth annual convention in Atlanta, Ga.: 


Whereas the Jewish War Veterans of the United States of America has been 
in the forefront of public support for every measure calculated to insure the 
security and welfare of the United States; and 

Whereas in line with this long-established policy, the Jewish War Veterans of 
the United States of America has backed all legislation looking toward the de- 
velopment of a military establishment adequate to safeguard the United States, 
and to assist in defending the free world as a whole, from Communist aggression; 
and 

Whereas the Jewish War Veterans of the United States of America, as a conse- 
quence of its established convictions on the security needs of the United States, 
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fully endorsed and supported the action of our Government in assigning United 
States forces to uphold the authority of the United Nations in Korea; and 

Whereas the present defense requirements of the United States are being ser- 
iously frustrated by a mushrooming inflation which is imposing ever-mounting 
burdens upon the taxpayers, simultaneously resulting in increases of from 50 to as 
much as 350 percent in the cost of military weapons and equipment: Now, 
therefore, be it 

Resolved, That the Jewish War Veterans of the United States of America urge 
upon the Congress of the United States the swift enactment of such economie and 
price controls as will serve to exercise an immediate check upon the inflation that 
now threatens to destroy the very national welfare and security for whose preserva- 
tion United States troops are now in battle in Korea. 

I want to say incidentally that that resolution was passed in the 
fall of 1950, just after the Korean aggression started. 

A month ago the following resolution was passed by our national 
executive committee: 

Whereas at succeeding annual encampments, the Jewish War Veterans of the 
United States of America has unanimously approved, the last time at the fifty- 
sixth annual convention held in Atlanta, Ga., resolutions urging economic and 
price controls which will secure the soundness of our economy and hold to a 
minimum excessive war profits; and 

Whereas the war conditions which led to the approval of such resolutions are 
now upon us and such factors, as inflation, speculation, price increases, and 
scarcities are incipient threats to our economy and to our efforts to equip the 
Nation to deter. Communist aggression; and 

Whereas the Defense Production Act of 1950 which has functioned to avoid the 
dangers which might undermine our economy is shortly to expire: Now, therefore, 
be it 

Resolved by the national executive committee of the Jewish War Veterans of the 
United States of America meeting in Washington, D. C., April 5, 1952, That we 
urge the President and the Congress of the United States to extend the Defense 
Production Act of 1950 for 2 years. 

Note how closely the tenor of these resolutions agrees with the 
intent of Congress as stated in title TV in the original Defense Produc- 
tion Act. 

We respectfully urge that your committee approve and recommend 
to the House, extension of the Defense Production Act of 1950 for 2 
vears in accordance with the statement made before the Senate 
Banking and Currency Committee by the then Director of Defense 
Mobilization, Charles E. Wilson. 

As the resolutions quoted above make clear, our organization has 
long been aware of the forces which would be set in motion by mobili- 
zation for intensive defense needs. Such forces naturally create in- 
flationary pressures and inevitably throw out of balance the com- 
petitive, free enterprise system which we all prize so highly and which 
normally stimulates our production and controls the distribution, 
prices, wages, and allocation of men, money, materials, and facilities of 
all kinds. 

In the present situation, our defense and the defense of the free 
world commands, without exception, a top priority. That is abso- 
lutely clear in the case of manpower as evidenced by the Selective 
Service Act under which hundreds of thousands of men have been 
brought into the Armed Forces. Our Government holds and has used 
its powers, too, to call back to active service, tens of thousands of 
veterans who were in the Reserves and in the National Guard. More 
than 100,000 casualties have been suffered by these men in Korea. 
Such human casualties cannot be avoided in warfare. 

To support the men in our Armed Forces and to minimize the casual- 
ties, it is absolutely necessary that our economic machinery function 
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with the utmost effectiveness. With the natural controls of our free 
enterprise system torn loose by the tremendous demand created by our 
defense needs, the controls of the Defense Production Act are a “must” 
if inflation is to be checked, prices and wages stabilized, and materials 
channeled so as to serve the Nation’s needs best. 

Our experience during the first few months after the invasion of 
Korea, proved an expensive lesson in how quickly shortages could 
occur, prices could rise, black markets flourish and economic disloca- 
tions slow up our efforts to get under way. It is surprising and dis- 
appointing that so many of those who have testified before congres- 
sional committees have been so critical of this precontrol period and 
yet clamor now that you remove the controls you have established 
and especially to remove the controls from the specific business for 
which the particular witness spoke. Do these people not recognize 
that they are inviting a repetition of the very conditions, July 1950— 
January 1951, which in retrospect, they have been so ready to berate? 

During that last half of 1950 period, it was estimated that the 
“take” for our defense program would be only about 10 percent of 
our national production. 

I want to say right here that at that time nobody thought that that 
was too much of a take, or so much of a take that it really ought to 
affect prices or labor conditions or anything else. It seemed well 
within our capacity. 

Now, it is estimated that the defense program, within the next 2 
years, will require approximately 20 percent of the Nation’s produc- 
tion. Thus as the defense needs mount and the pressures on our 
economy approach the flood stage, the opponents of the Defense 
Production Act demand that you tear down the protective measures 
you have enacted to control the flood or at least to punch such big 
holes in the act that inflation and greed may march wherever they 
will in our economy without any legislative barrier to interfere. 

We believe, as already indicated, that the enactment of H. R. 6546 
will prevent such chaos. The minor irritations and the frustrations 
which flow to a small degree from the necessary controls are a moderate 
price for businessmen and labor to pay to save the structure of our 
free-enterprise system which might be torn and wrecked almost 
beyond repair through the lack of controls. 

Momentarily, we have reached a fair degree of stabilization. In 
fact, some prices are well below ceilings and many commodities are 
in easier supply. ‘These conditions are due, in no small part, to the 
controls which have been put in force under the Defense Production 
Act. In part, too, sagging prices are a reflection of the frenzied buying 
which loaded up customers before controls went into effect and prices 
have not yet gone low enough to tempt buyers back into the market. 

American businessmen have traditionally followed the policy of 
encouraging mass markets by improving their products, lowering their 
prices and through efficient production and distribution, continuing to 
maintain satisfactory profits. There seems to be, now, a willingness, 
to add every possible item to costs, thus increasing prices without 
making the utmost effort to develop the economies which might hold 
prices to consumers and users at the lowest possible‘level. The 
insatiable needs for our defense open the way for the loss of the tradi- 
tion which has made American industry the peer of the world, for that 
is not the way in which European industry functions. It is instinctive 
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for all Americans to be impatient with and resentful of controls but 
extension of the Defense Production Act will serve American industry, 

the American consumer, and our Government which needs this aid to 
meet the threat of aggressive communism. 

We earnestly hope you will approve extension of the act for 2 years. 

I want to say at this point that I have not mentioned rent control 
in this statement, but I am particularly concerned by an amendment 
that I checked up on, and I found was introduced in the Senate com- 
mittee on that subject, and which I am told will come up on the floor, 
so it will probably come up before you gentlemen, too, and that is the 
idea of restricting rent control to “critical’’ areas. 

Now, the joker in that thing is that “critical,’’ in the terms of the 
restrictions of credit, was used to define a kind of an area where there 
was an in-migrant movement of labor, because of the establishment or 
reestablishment of a defense facility. And that term “critical” was 
used to hold down, or hold to, I should say, the credit restrictions that 
were placed on housing, and permission was given, under that defini- 
tion of a “critical” area, to relax the restrictions on the financing of 
housing. 

Now, to use that term to restrict rent control would mean that you 
could practically have rent decontrol, because more than half of the 
cities of the United States where there is presently rent control—half 
of the large cities of the United States—they are not defined as 
“critical’’ areas from the standpoint of house financing credit restric- 
tion, and, of course, there are many other cities of smaller size, under 
a hundred thousand population—I think there are some ninety or a 
hundred of them—where there is at present Federal rent control, 
which likewise have not been defined as ‘“‘critical’’ areas from the stand- 
point of relaxing the financing of housing. 

I just w anted to mention that to this committee, because I hope 
it will not happen here. In the Senate, one Senator changed his 
vote, I understand, because he thought that he was voting for some- 
thing good, in sharpening this up to critical areas, where, as a matter 
of fact, what he was voting for was the decontrol of rents. 

I want to express my thanks for this opportunity to present our 
views to you. 

Now, if I may just speak personally, and not as the representative 
of the Jewish War Veterans, I would like to answer the question that 
Dr. Talle raised with previous witness. I happen to be a dairy farmer. 
I was out of the dairy business for 3 or 4 years—that is since 1948— 
and I started another herd. I want to tell you it is harder to make 
money in the dairy business today than it was 4 years ago, Dr. Talle, 
and I think if you will talk to any dairyman, at least the dairymen I 
talked to in my neighborhood, up in Montgomery County, tell me 
the same thing. 

Now, I happen to agree with the previous witness’ suggestion, to 
drop the extension of the embargo on fats and oils. I am thinking in 
terms of international re lations, and our problems in maintaining a 
strong European community. 

But so far as anybody coming around telling you it is easier to make 
money in the dairy business toda y than it was 4 years ago, they just 
do not know what they are talking about. 

Mr. Mutter. Mr. Gamble. 

Mr. Gamste. I have no questions, Mr. Multer. 
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I think you have covered this subject very adequately, sir, and I 
believe the committee is working toward the same end that you 
propounded in your statement. 

Mr. Werrzer. Well, I hope in that case it will see fit to vote for 
H. R. 6546 as it stands. 

Mr. Mutter. Dr. Talle. 

Mr. Gams e. I do not predict what kind of a bill will come out 
of here. I know a bill will come out, and the sooner the better, as 
far as I am concerned. 

Mr. Tauue. I want to thank you, Mr. Weitzer, for supplying the 
answer to the question that I put to the previous witness about the 
dairy industry. 

Will you repeat what you said? That it is harder to make a profit? 

Mr. Werrzer. It is harder to make money now than in 1948 
when I sold my herd, because I lost my man. I had 80 cows at that 
time. And incidentally, | may tell you that I have 51 pow that are 
producing almost as much milk as the 80. So the problem is not 
animals. 

Mr. GamBuie. That is not due to the Defense Production Act, 
though is it? 

Mr. Werrzer. No; the cows pay no attention to that. 

Mr. Gamer. Or daylight saving? 

Mr. Werrzer. No, we are going right along on daylight saving. 
I do not see why they make such a fuss about it. Maybe if I had to 
get up an hour earlier to do the milking, I might have some complaint. 

Mr. Tauue. I understand you abandoned your dairy 4 years ago. 

Mr. Werrzer. Yes; and I raised some of these cattle the people tell 
you are kept on the feed lots without any overhead. I would like to 
see them do it. 

Mr. Tatur. Will you comment on that, please? 

Mr. Werrzer. I will simply say this: Of course, I did not have feed 
lots. I was just grazing them. But when a beef animal arrives at the 
point where it is right for the market, to hold them and feed them 
longer is just throwing your money down a rat hole. And it is kind 
of a big rat hole. 

Mr. Tauie. You cannot keep on feeding them without cost? 

Mr. Weirzer. That is right. If you have got them on a feed lot, 
you are feeding them grain, and those big steers, at that point, can 
be eating 20 pounds of grain a day, that is 80 cents or a dollar a day. 
Well, out in Iowa it does not cost that much. I am talking about 
prices here. But in any event, it costs real money, and when they get 
beyond the point where they are ready for the market, the gains are 
much less, and that animal, from being a choice, might go downhill. 
I mean if they are overfat, they will not bring the price on the market 
that cattie do that are just right for the market. 

Of course, with your grazing animals you have a cost, too. That 
pasture represents money, and the interest on your investment, and 
you have to keep help there. Where people get the idea that a farmer 
doesn’t have any overhead is absolutely beyond me. It may not be as 
big an investment as some of these slaughterhouses have, but you take 
a good Iowa farm, with a couple of hundred acres, with buildings and 
livestock on it, and you are likely to have an investment of somewhere 
close to seventy-five or a hundred thousand dollars, and if that does 
not represent overhead, I do not know what overhead is. 
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Mr. Tatue. That is right. Well, Mr. Weitzer, I am glad that you 
said what you have said, because when you say it, it counts for much 
more than when I say it. Thank you very much. 

Mr. Werrzer. I know the farmers in my neighborhood are much 
more vehement about it than I am. It is pretty hard to make any 
money out of the dairy business. 

Mr. Tatus. That is right. 

Mr. Mutrmr. It is always a pleasure to have you with us, Mr. 
Weitzer. 

The Cierk. Mr. Chairman, the National Association of Consumers, 
who were scheduled to testify today, have found it impossible to have 
their representative appear in person. Their statement prepared by 
Dr. Persia Campbell, vice chairman of the National Association of 
Consumers, has been made available to the members of the committee 
and it is requested that it be made a part of the record. 

Mr. Murer. Without objection, the statement of Dr. Campbell 
will be included in the record. 

(The statement referred to is as follows:) 


Prick Contrrot ExTENSION 


Statement on behalf of the National Association of Consumers, a coordinating 
agency for consumer groups and individual members to promote the public 
interest in its consumer aspect, presented by Persia Campbell, vice chairman, 
to the House Banking and Currency Committee, 1952. 


Gentlemen, the National Association of Consumers supports H. R. 6546, the 
extension of the Price Control Act, freed of the crippling amendments intro- 
duced last summer. 

With respect to the general question of extending price control: From the 
consumer point of view this is a matter of urgent importance if the inflationary 
forces now operating in the economy are to be held in check. This does not 
imply that price control alone can handcuff those forces. We have consistently 
supported measures to expand productive capacity and a complex of controls, 
direct and indirect, including allocation of scarce resources, a pay-as-you-go 
program, income and credit controls. With respect to credit control we believe 
the appropriate Federal agencies should have the necessary and adequate au- 
thority for credit control—voluntary control is not in itself adequate to protect 
and promote the public interest. 

Direct price control is an important part of this complex particularly because 
it is direct and visible in its impact. It seems clear from the record that the 
“general freeze’? of January 1951 brought the speculative price rise of the pre- 
vious 6 months to a temporary halt as happens when a traffic cop holds up a 
speeding car. The action was easily recognizable, and restored some degree of 
confidence that the economy would be kept reasonably stable. This in itself 
helped to check the disastrous flight from the dollar which was reflected in an 
average rise of basic raw material prices by 46 percent, of wholesale prices by 
18 percent, and even an 8-percent rise in consumer prices in the post-Korean 
period, before the freeze was instituted. The earlier attempt at voluntary con- 
trol was obviously a failure. 

During the past year, the price rise has been slowed down in most areas of the 
economy so that people’s confidence in reasonable stability has been maintained— 
but this is stability at a high plateau of prices. Even with the recent slight 
drop in the consumer price index (six-tenths of 1 percent), the index is still more 
than 10 percent above pre-Korea, and more than 2 percent even above a year 
ago. It might be added here that the steadving effect of control would have been 
greater if the OPS had proceeded more rapidly to dollar-and-cent ceilings at the 
community level. 

But the inflationary forces that people feared 18 months ago are now, in fact, 
in operation—a Government deficit instead of a surplus; a large percentage of 
production going into military supplies, increasing income without a corresponding 
flow of goods on the civilian market, and so on. It would be folly to remove eon- 
trols under such conditions even if we could reasonably anticipate an improving 
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international situation. More so, therefore, in view of the uncertainties ahead. 
Unless we maintain controls, every new crisis, small or great, will generate new 
fears and speculative activities of a kind which proved so disastrous to the dollar 
after the outbreak of the Koreanincident. Indeed within little more than a decade 
the dollar has deteriorated almost to a 50-cent piece. 

If this deterioration is accelerated, it would hardly be surprising if the American 
people lost confidence in their financial institutions. The adverse effect of infla- 
tion on the defense program is obvious. The drive to increase income in order to 
maintain present consumption levels itself becomes an unsettling factor with 
families on relatively fixed incomes and the unorganized groups left far behind in 
the chase. We have not forgotten what happened to prices after OPA was abol- 
ished under post-crisis circumstances, against the urgent advice of consumer 
groups. With so many wage contracts tied to the consumer price index, the 
inflationary force of rising prices becomes even greater and the position of unpro- 
tected families worse. 

It is not enough to have a price-control law on the statute books. The law must 
be workable, administratively speaking, and generally fair and equitable in its 
application not only to particular interests but also to the consuming public who 
find it hard to get a hearing in the clamor of the highly organized groups, now 
characteristic of our economy. This is the reason why the National Association 
of Consumers urges the deletion from the new act of the major amendments 
introduced last summer. 

The so-called Capehart amendment, which gives to individual manufacturers 
the right to a cost-plus ceiling has swamped the OPS with thousands of applica- 
tions—an unbearable load of work. And the principle itselfis wrong. Our private 
enterprise economy has never guaranteed to the inefficient and efficient alike the 
right to a profit regardless of costs; it is indeed contrary to the nature of the private 
enterprise system, the merits of which we proudly proclaim. 

The function of price is to sell goods. After overburdening the OPS with indi- 
vidual demands for Capehart ceilings, the automobile manufacturers are now, I 
understand, generally pricing their products below the ceilings which the OPS 
was required by the amendment to establish. 

In the Herlong amendment we have an illustration of how inflationary forces 
can be pyramided in a structure of prices. Supporting what are said to be tradi- 
tional percentage margins at the distributive level is inflationary in its effect, and 
provides no incentive to distributors to bring pressure downward on invoice 
costs. If the fixing of margins is necessary as a price control technique, it should, 
under the circumstances of our economy, be on a broad dollar-and-cent basis. It 
is absurd to argue that marketing costs necessarily rise percentagewise with 
invoice prices—the illustration given in the President’s message with respect to 
the passing on of excise taxes points up this absurdity. The original act contained 
ample provision for insuring fair and equitable standards in establishing ceilings 
for the various industry and marketing groups. The so-called soft market in some 
retail areas no doubt results in part from speculative inventories, but is it not also 
in part indicative of consumer resistance to the monopolistic principle of charging 
what the traffic will bear, under the guise of publie controls, supported by private 
trade associations? We had experience of this in NRA days. Do businessmen 
who support the Herlong amendment really want to hold prices down? 

With respect to slaughtering quotas, we support the argument of the OPS that 
they cannot properly establish and maintain ceilings on meat prices, now far 
above parity, or limit the operations of black markets unless they are in a positio 
to enforce quotas. 

The National Association of Consumers is especially concerned about the higt 
price for food, which constitutes more than 30 percent of the workingman’s budget 
We sympathize with the farmers’ claim for a fair return for his labor. We urg 
maximum efficiency in the distribution and processing of foods under competitive 
conditions, to reduce food costs. We believe the time has come for a reexamina 
tion of the basie concept of parity and the current price-support program, with a 
view to reassessing the factors involved in insuring a fair return to all productive 
agencies while bringing adequate supplies of nutritive foods within the reach of 
the masses of the people. 

We are concerned with the increased pressure from some quarters for amend 
ments to the act requiring decontrol of prices in some areas or under certain cir 
cumstances. We are, generally speaking, opposed to decontrol by bits anc 
patches-—it does not take long before these cover a considerable part of the fabri¢ 
of control, destroying its basic design, as we found when OPA was forced to yiel 
to postwar pressures for gradual decontrol—which consumers strongly of posed’ 
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the time. Definition as a basis of decontrol is administratively difficult—a fur 
coat may be a luxury in one area and a necessity in another. Soft prices may 
suddenly harden; and when are prices soft? Any time when they are below the 
post-Korean speculative peaks? There would be an inevitable shift of resources 
from controlled to uncontrolled areas, from essential to unessential goods and 
services, as experience proved in the early days of World War II. 

In conclusion may we urge the committee to keep in mind the basic purpose of 
price control—to help stabilize the economy in a period of emergency in a way 
that is fair and equitable not only to particular interests but to the consuming 
public and therefore promotional of the general welfare. 


Mr. Mutrrr. The committee will stand in adjournment until 10 
o’clock tomorrow morning. 

(Whereupon, at 1:06 p. m., the committee adjourned, to reconvene 
at 10 a. m., Wednesday, May 7, 1952.) 

(The following statements were submitted for inclusion in the 
record of the hearings:) 


STATEMENT OF THE GENERAL FEDERATION OF WoMEN’s CLUBS REGARDING 
EXTENSION OF THE DEFENSE PropucTION Act, PRESENTED BY Mrs. C. D. 
Wricut, CHAIRMAN, LEGISLATION DEPARTMENT 


My name is Mrs. Clarence D. Wright. I am legislation chairman of the 
General Federation of Women’s Clubs, holding this unpaid office by appointment 
of the president of our federation. 

The General Federation of Women’s Clubs, founded in 1890, is a national and 
international organization comprising an over-all membership of approximately 
544 million women in the United States. This total membership figure includes 
810,606 per capita paying members in 15,000 clubs and State, national, and inter- 
national organizations affiliated with the General Federation. 

The purpose of the General Federation of Women’s Clubs as defined in its 
Constitution is: ‘“To unite the women’s clubs and like organizations throughout 
the world for the purpose of mutual benefit, and for the promotion of their com- 
mon interest in education, philanthropy, public welfare, moral values, civics, and 
fine arts.”’ 

The governing body.is the board of directors of some 200 women. A conven- 
tion is held annually. One of our major programs is to further the national 
defense program, including interest in consumer problems—especially inflation 
and means of combating it. 

Policies are determined by the delegate body by means of resolutions adopted 
at annual conventions or by the board of directors. Before action is taken on a 
controversial issue, the General Federation makes every effort to disseminate 
information on both sides of the question. The General Federation supports 
national legislation only after adoption of a resolution embodying the principle 
of the proposed legislation. 

In accordance with action taken by the General Federation at its annual 
convention in Houston, Tex., May 1951, and by the board of directors meeting 
in Washington, D. C., October 1951, we respectfully urge extension of the Defense 
Production Act as embodied in H. R. 6546 and without limiting amendments. 

To make our position quite clear, I quote here two pertinent resolutions ap- 
proved by the General Federation. 

The first resolution reads as follows: 

“Whereas inflation is second only to war as a menace to the national economy 
and to individual welfare; and 

“Whereas the United States now faces grave danger of uncontrolled inflation; 
and 

“Whereas temporizing with the situation undermines our whole economic struc- 
ture as a Nation and brings disastrous and unjustifiable hardship to our people: 
Therefore 

“Resolved, That the General Federation of Women’s Clubs in convention as- 
sembled, May 1951, urges the Government of the United States to act with 
promptness and firmness in this emergency by adopting and enforcing control 
measures without regard to partisan political considerations or the interests of 
special groups; and further 

“Resolved, That the General Federation of Women’s Clubs declares its convic- 
tion despite difficulties involved that food prices should be rolled back to those 
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prevailing on or about November 1, 1950, and all vital consumer items to levels 
relatively in balance with the food prices of that date.” 

The second resolution reads as follows: 

“‘Whereas the General Federation of Women’s Clubs is deeply disappointed that 
the Congress has not enacted into law certain measures which have been declared 
by convention action to be necessary, in the opinion of the General Federation of 
Women’s Clubs, to the national security and well-being, such measures including 
the effective controls of inflationary trends, spiraling wages and prices, roll-back 
of cost of food and other commodities necessary to everyday living, and universal 
military training: Therefore 

“Resolved, That the Board of Directors of the General Federation of Women’s 
Clubs in conference assembled October 20, 1951, urges its member State federa- 
tions, member clubs, and individual members to contact their own congressional 
delegations during the congressional recess, explain the position taken by the 
Federation, seek endorsement of these measures, if possible, and assure the 
Members of Congress of enthusiastic support of their efforts to secure passage upon 
the reconvening of the Congress.”’ 

We request your favorable report on H. R. 6546 because, in addition to extend- 
ing the Defense Production Act, it omits the so-called Capehart and Herlong 
amendments. We oppose these amendments because they are inflationary and 
tend to increase prices paid by the consumer. We also oppose the Butler-Hope 
amendment which likewise is omitted from H. R. 6546. 

We have studied these amendments and are convinced that our opposition to 
them is on solid ground. The so-called Capehart amendment requires the Office 
of Price Stabilization to adjust manufacturers’ and processors’ ceiling prices to 
reflect changes in virtually all costs through July 26, 1951. Before the passage 
of this amendment, OPS had allowed for increases in material and factory-labor 
costs only, up to a date earlier than July 26, 1951. 

This amendment requires the computation and inclusion of indirect and over- 
head costs. We have talked with economists and accountants and are impressed 
with the difficult problems involved in the computations required by the amend- 
ment. Moreover, we learn that many business firms do not have records adequate 
to ascertain their costs. 

The Defense Production Act requires that ceiling prices be fair and equitable. 
This is sufficient protection. American business has grown great through com- 
petition, and competition has always required that a firm absorb some costs—not 
price on a cost-plus basis, as this amendment makes possible. 

For an effective price-control program, some cost absorption must be permitted, 
or we will have a steady increase in prices. 

We have been interested in getting specific instances of how the so-called Cape- 
hart amendment has permitted prices to go up. We quote only two illustrations 
of special interest to the consumers: 

A company making bedroom furniture under the original Defense Production 
Act would have had its prices rolled back 3.2 percent. Under the so-called Cape- 
hart amendment its price ceiling had to be rolled forward 2.4 percent. This makes 
for inflation. 

And another company making plastic housewares would have had a roll-back 
of 4.3 percent. Under the amendment it had to be permitted an increase of 10.5 
percent. The lower prices would have been fair to the business. The higher 
prices under the amendment are hard on the consumer. 

Likewise, the Herlong amendment which requires that pre-Korean percentage 
margins be maintained, with respect to all increases in costs, results in higher 
ceiling prices. For example, we cannot see why a retailer should take a pre- 
Korean percentage mark-up on the increased excise tax. Surely, a price increase 
covering the exact amount of the tax is fair to the retailer. Giving the retailer 
a profit on the tax is hardly fair to the consumer. 

Our board of directors has also voted in favor of repeal of section 104. We are 
glad to see it is not included in H. R. 6546. 

The General Federation has devoted its energies toward furthering the defense 
program. Our members have as their great goal the achievement of peace. Price 
stabilization is the first essential step toward our goal. We commend the admin- 
istration of price control to date. Under difficulties the price spiral has been 
halted. 

We most earnestly ask this committee to report favorably on H. R. 6546 with- 
out crippling amendments so that the price-stabilization program may go forward. 
This is no time to risk playing with partial decontrol. Let us have patience. Let 
us continue to produce at a high level, as we have been doing, so that our defense 
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program may go forward, and in the not-too-distant future we will be in a position 
to give up controls. Today H. R. 6546 provides the machinery we need. We 
therefore urge the committee to give it a favorable report. 





STATEMENT ON CONTINUATION OF THE DEFENSE Propuction Act oF 1950, as 
AMENDED IN 1951, Supmirrep By ALBERT J. FirzGERALD, INTERNATIONAL 
PRESIDENT OF THE UniTrep ExvectrricaL, Rapio AND MacHINE WORKERS OF 
AMERICA (UE) 


This statement is submitted to the Senate and House Banking and Currency 
Committees on the occasion of your consideration of proposals to continue and 
amend the Defense Production Act of 1950. The statement is made on behalf of 
the United Electrical, Radio and Machine Workers of America (UE) representing 
300,000 workers in the basic electrical manufacturing industry of the Nation. 
The position taken by the UE on this matter is evolved from the decision of our 
annual convention supplemented by constant discussion and consideration of the 
issues involved by our rank-and-file membership through their local and district 
meetings. 


THE ACT AS A VEHICLE FOR PROFITEERING AT THE EXPENSE OF THE PEOPLE 


A year and a half of experience under the Defense Production Act has given 
indisputable evidence of the fact that the act has operated to the detriment of 
the welfare of the American people. A vigorously effective wage-control program 
on the one hand, and on the other a completely ineffective, basically weak price- 
control program, have caused the living standards of the people to be seriously 
impaired. Moreover, and equally as important, the act has dangerously under- 
mined the fundamental process of collective bargaining upon which the life of the 
American trade-union movement depends. 

In contrast to the slogan of “‘equality of sacrifice’? under which the act was 
passed, and in contrast to the stated intent of Congress in the same vein, the 
actual nature and administration of the act in operation have been to depress the 
living conditions of the people, to place the burden of a huge war budget upon 
them, and thus to aid and abet the program of the large corporations to reduce 
consumption and living standards and thereby increase corporate profits. The 
Defense Production Act has been a vehicle for enormous speculation and profiteer- 
ing, and for hardship for the common people. 


THE ROAD TO POVERTY UNDER DPA 


The Economie Stabilization Agency, set up under the Defense Production Act, 
has administered a combined program of very flexible price controls (originally 
extremely weak) and rigidly prescribed wage controls. The result of this bighly 
unbalanced mechanism has been continued lush profits for the large corporations, 
and the gradual impoverishment of American workers. 

The economists of the Joint Committee on the Economic Report gave, in April 
of 1951, a foreeful picture of this process of impoverishment which continues 
unabated up to today: 

“Inflation of the kind that has operated since June 1950 * * *_ has oper- 
ated to reduce consumption by squeezing down the physical amount which all 
relatively fixed-income consumers could buy. * * * For most low-income 
consumers that meant that they had to pull in their belts but had nothing to show 
for their abstinence. 

“The essential feature of the mechanism was the lag of fixed incomes, notably 
wage rates and salaries, behind prices. Since most wage rates did not rise as fast 
as prices, real wages per worker who could [not] or did not supplement his earnings 
by longer hours or other shifts (purchasing power of wages) declined a bit while 
real profit incomes increased enormously. * * * Inflation took from those 
that had little and added to those that had much” (Joint Economic Report, April 
2, 1951, p. 59). 

PROFITS UP, REAL WEEKLY EARNINGS DOWN 


This process of taking “from those that have little” and giving to ‘‘those that 
had much”’ is clearly illustrated by the data of 1950-51. Corporate profits 
before taxes, running at an average annual rate of $41.4 billions in 1950, had 
increased 7.5 percent to an average annual rate of $44.5 billions in 1951. (Eco- 
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nomic Indicators, March 1952, p. 22). At the same time, net spendable average 
weekly earnings of production workers in manufacturing, in 1939 dollars, show 
a decided drop from December 1950 to December 1951. A worker with three 
dependents, whose take-home pay in December of 1950 was worth $33.77 in 
1939 dollars, by December of 1951 had suffered a loss of 1.7 percent, to $33.19. 
For a worker with no dependents the loss was even greater, his take-home de- 
clining by 2.7 percent, from $29.84 to $29.02 in 1939 dollars (Bureau of Labor 
Statistics, Hours and Earnings, December 1951, p. 12). Moreover, these figures 
grossly underestimate the actual decline in real take-home pay. According to a 
UE study (The Facts About the High Cost of Living) the BLS Consumers’ Price 
Index, by which the figures are obtained, understated the actual rise in the cost 
of living in 1951 by at least 31 percent. 

Data are not available, but there is no doubt that this decline must have been 
much sharper for the millions of American workers in the largely unorganized, 
nonmanufacturing industries who have no unions to help them keep their heads 
above water. 


THE FALSE SLOGAN OF THE PEOPLE’S “EXCESS PURCHASING POWER” 


The most shocking aspect of this situation is the fact that this process of 
robbing the poor to benefit the rich has come about as a deliberate policy of ‘‘stabi- 
lization” under the pretext that inflation is caused by excess purchasing power in 
the hands of the people. 

This argument is patently absurd on the face of it. It is especially so in view 
of the existence of large-scale unemployment today in industrial areas concen- 
trating on consumers’ goods production, and in view of declining production due 
to the declining consumer demand in many consumers’ goods industries. There 
can be no excess purchasing power in the hands of a population which cannot buy 
many of the consumers’ goods already being produced. In the words of the 
Bureau of Employment Security, ‘‘A growing volume of lay-offs caused by ma- 
terial shortages was in evidence’ but ‘‘of more consequence was the continuing 
weakness in consumer goods markets’ (Labor Market Developments in’ Major 
Areas, September 1951, pp. 1-2). Further, ‘“‘“* * * the over-all picture masked 
serious unemployment problems which have developed in many areas * * * 
tightening material controls and still lagging civilian demand resulted in further 
inereases in joblessness in a number of consumer goods centers * * *” 
(Labor Market Developments in Major Areas, November 1951, pp. 3-4). 

The argument of excess purchasing power as the cause of high prices is an 
amazing misrepresentation of the present living conditions of the American 
people. The United States Bureau of Labor Statistics’ city workers’ family 
budget for. December 1951 is at the level of $4,020 for the average large citv 
(Average BLS City Workers’ Family Budget for 34 Cities, October 1950, in 
BLS Monthly Labor Review, February 1951, p. 192, corrected for change in 
BLS Consumers’ Price Index, October 1950 to December 1951). This budget 
is expressly only a ‘‘minimum adequate” budget, and yet the annual wage of the 
average factory worker, when employed 50 weeks a year was, in December 1951, 
only $3,368. Consequently, the average worker now falls short by $652 of ob- 
taining a ‘‘minimum adequate” standard of living for his family (Gross Average 
Weekly Earnings in Manufacturing, BLS Hours and Harnings, December 1951, 
te iP 
One of the most terrible reflections on the increasingly inadequate standard 
of living of the American people is the fact that 60 percent of American families 
made in 1950 less than the $4,020 necessary for this BLS ‘‘minimum adequate’”’ 
standard (Report of the Joint Committee on the Economie Report, on the Janu- 
ary 1952 Economic Report of the President, p. 71). It has been estimated that 
at the present time, two-thirds or more of American families have less than the 
BLS budget calls for. 

The serious plight of the American people is more clearly seen when we con- 
sider the more adequate ‘‘health and decency’’ budget of the Heller committee 
of the University of California. This budget, at $4,530 a year, costs $1,162 
more than the average worker’s full-time annual earnings in December 1951 
(Quantity and Cost Budgets for Three Income Levels, San Francisco, September 
1949, Heller committee, University of California, p. 104. Budget for Wage 
Earner, corrected for change in BLS Consumers’ Price Index, September 1949 to 
December 1951). Again, it should be pointed out that the actual cost levels 
of these budgets are seriously understated because of the inadequacies of the 
BLS Consumers’ Price Index. 
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Plenty of other evidence is available, but the above will suffice to show that 
the American people generally do not have excess purchasing power. On the 
contrary, they cannot now buy the necessities for a decent healthful life. 


INFLATION RESULTS FROM PROFITEERING LEGALIZED BY DPA 


The deliberate policy of the administrator of the act has been to reduce the 
people’s already inadequate purchasing power and place the burden of the huge 
war budget on their backs. The contrast between wage-stabilization policies 
and price controls is proof of this. On the one hand, collective bargaining gains 
of the workers are narrowly circumscribed by a rigidly administered strait-jacket 
of “rules of negotiation”’ set up by the Wage Stabilization Board. On the other 
hand, price-gouging and rampant profiteering have been legalized by the DPA 
as presently amended. 

Not only were prices frozen at their highest level in history (January 26, 1951, 
after a period of warning in which corporations could shoot for the sky). In 
addition, there were no roll-backs, despite Administration commitments, and about 
half the items which affect the cost of living (including rent, medical, and other 
professional services, public transportation, and the bulk of the food items in the 
BLS Index) were excluded. 

Moreover, since the freeze was put into effect, price control has been trans- 
formed into its opposite, into a flexible margin control formalizing and legitimizing 
price increases, and guaranteeing record-making profits for the corporations. 

The profiteers were not satisfied with the original profit guaranties of the act 
which insured price ceilings such that profits could not be less than 85 percent of 
their annual dollar volume in the three record-breaking years of 1946-49. The 
outrageous Capehart amendment now permits corporations to set prices covering 
all cost increases incurred up to July 26, 1951, according to their own accounts 
of these costs. The cost to consumers of this profit bonanza must run to astro- 
nomical figures. 

In addition, the present act, according to the provisions of the Herlong amend- 
ment, Jegalizes a constant pyramiding of profits. This amendment permits 
corporations to maintain customary profit margins as costs increase. For ex- 
ample, when excise taxes on consumer household appliances were increased last 
year, these taxes were added to the cost of the goods along the supply lines. 
Thus, when the customary mark-ups were calculated, not only were profits 
pyramided, but profits were made on the taxes themselves. 

Thus, it is quite clear that the real cause of inflation is not the excess purchasing 
power of the people, but rather the legalized price-gouging of the profiteers. 


A REAL ANTI-INFLATIONARY PROGRAM 


The UE proposals for a real anti-inflationary program include categorical 
opposition to any wage control, and a demand for real price control with price 
rollbacks to pre-Korea levels. 

Shallow and misleading comparison is frequently made equating price control 
and wage control, suggesting that unions supporting price control and opposing 
wage control are inconsistent. The fact is that wages and prices are determined 
quite differently. -No direct comparison can be made between the activities of 
profiteers in setting consumer-gouging prices and the establishment of wages 
through collective bargaining contracts mutually agreed to by employer and 
employees. Collective bargaining, it should be pointed out, has a discipline of 
its own depending on the conditions of the immediate situation and of the entire 
economy. 

Moreover, there is a world of difference between wage payments which are 
barely sufficient to buy minimum needs of existence and the great profits built 
up by price-setters along the line—from the manufacturer to the distributor, to 
the retailer. 











WAGE-FREEZE PROGRAM DESTROYS COLLECTIVE BARGAINING 


KS. ine 


the important question under wage stabilization is not what the parties 
may agree upon but what the Board will approve.’ [From a unanimous statement of 
the Wage Stabilization Board, September 21, 1951. Emphasis by WSB.] 

The impact of the wage-freeze program goes well beyond the depressing effect 
on living standards of American workers. By a combined policy of deliberate, 
bureaucratic delay and transfer of the writing of labor contracts from the hands 
of labor and industry into those of a Government agency, the economic stabiliza- 
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tion program has struck a mortal blow at the process of collective bargaining. 
As reported in the United States News and World Report, January 11, 1952, 
“The job of writing labor contracts once again is being taken over by the Gov- 
ernment.” 

In spite of its profuse denials, the Wage Stabilization Board in effect has cut 
out the heart of collective bargaining. This holds true not only in dispute cases, 
in which the WSB is actually writing contracts. In all cases, the bargaining parties 
face a set of “‘rules of negotiation” set up by the WSB which determine what can 
and what cannot be approved, and which establish the overruling importance of 
“not what the parties may agree upon but what the Board will approve.”’ 

This represents the second half of the “‘soak the poor’”’ program set up by the 
Defense Production Act. Not only are the workers “priced out of the market”’ 
but they are rigidly circumscribed in their efforts to bargain collectively to protect 
and better their living conditions. In their greedy quest for profits, the corpora- 
tions have an ‘‘invisible’ ally at the bargaining table, an ally who guarantees 
exhorbitant profits squeezed out at the expense of American workers. 

The serious nature of the blow which the WSB strait-jacket has directed at the 
American labor movement cannot be exaggerated. The collective bargaining 
process is the life-blood of the American labor movement; it is the basis of the 
whole strength of the working people. Without this foundation, the American 
labor movement could become nothing but a labor front, akin to that of Nazi 
Germany. 

It is no accident that the wage freeze program is developing in an atmosphere 
of general attacks on the trade unions of America, attacks via the Taft-Hartley 
slave labor law, via the witch hunting of the Humphrey-McCarran committees, 
and via the Government’s use of the courts’ power of injunction. The combined 
elements of this program represent a governmental engine designed to crush the 
labor movement and the standard of living of the American people, and thereby 
to enhance the profit quest of the corporations. 


CONCLUSION 


All of these considerations lead to the UE demands that Congress act to eliminate 
the wage freeze program and its threat to the life of American trade unions, and 
to institute an effective price control program to restore and protect the welfare 
of the American people. 

UE demands that Congress reject the false principle that the way to fight 
inflation is to minimize the purchasing power of the people. Instead, UE insists 
that a successful attack on inflation must strike a body blow at its real cause— 
unrestrained profiteering. 

Congress should completely reverse its action in the past, and must now serve 
the interests of the working people and low-income families whose daily problem 
is finding the means to eat three decent meals a day. 

The UE demands this be the guide in considering continuation of the Defense 
Production Act, and specifically insists: 

1. All Government controls on wage determination be eliminated in favor 
of a return to free collective bargaining between labor and management. 

2. Effective price control legislation be enacted to wipe out without compromise 
the profiteers and profiteering prices. This must include (a) roll-back of prices, 
stated in clear dollars-and-cents ceilings; (6) necessary production controls to 
eliminate evasion of the price ceilings particularly to maintain and even increase 
the production of low-priced items and provide maintenance of standards (grade 
labels) to avoid price control evasion through quality depreciation; (c) a billion 
dollar subsidy to reduce the cost of living through reduction in the price of food 
without injustice to the income and standard of living of our farming population; 
(d) to increase penalties for violations and to increase the staff so as to guarantee 
rigid enforcement of all price ceilings. 

3. Rent control of private and commercial buildings with adequate safeguards 
to eliminate the demonstrated devices of rent control evasion. 

4. Revision of the production control provisions of the Defense Production 
Act to replace pious talk for small business with action to protect small business 
from the assaults and special advantages of the dominant big business monopolies. 

Only by these drastic measures can the Defense Production Act be turned 
from a device to impoverish the American people and give a green light to the 
profiteers and entrenched monopolies into a measure to genuinely protect the 
welfare of our country and its people. This is the urgent demand of the rank and 
file members of the United Electrical, Radio and Machine Workers of America, for 
whom I speak. 
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STATEMENT IN SUPPORT OF THE EXTENSION OF THE DEFENSE PrRopuctTion Acr 
SUBMITTED BY THE AMERICAN ASSOCIATION OF UNIVERSITY WOMEN 


This statement by the American Association of University Women is submitted 
in support of H. R. 6546, ‘‘a bill to amend and extend the Defense Production 
Act of 1950, as amended, and the Housing and Rent Act of 1947, as amended.”’ 
The statement is submitted under item 3c of the association’s legislative program 
voted at the national convention in April 1951. Under item 3c the association 
voted support of measures to restrain inflationary pressures during the defense 
mobilization period. 

The American Association of University Women has a membership of more 
than 120,000 university graduates organized in nearly 1,200 local groups through- 
out the United States. Many of the association’s members are homemakers 
who must budget on incomes that do not keep pace with prices in an inflationary 
period. Many others are professional women—teachers, for example—whose 
incomes are fixed in the face of advancing prices. All of them are aware of the 
hardships that inflation causes—not only in the short run, when inequities make 
life much more difficult for some than others, but also in the long run when the 
impairment of pension and savings plans (including social security payments) 
reduces anticipated living standards. 

The provisions of the proposed bill (H. R. 6546) which seem of primary im- 
portance from the consumer point of view are those that relate to price and wage 
stabilization—namely, title IV of the present Defense Production Act of 1951. 
The American Association of University Women submits this statement as an 
expression of the consumer point of view. 

In urging extension of the Defense Production Act, and particularly of the pro- 
visions for price and wage stabilization, one cannot be unmindful of the specific 
circumstances that prevail in the spring of 1952. There is considerable evidence 
that inflation has come to a halt, and that pressures toward further inflation have 
been successfully restrained during the past 6 months. 

The Consumer Price Index for January 15 has not increased beyond the index 
figure for December 15: 189.1. The February figure has fallen to 187.9. Total 
personal income, which has increased almost continuously since 1949, has now 
leveled off. These trends do not reveal obscure facts: the citizen going about 
his daily affairs is aware of clearance sales in the stores, and he has heard that 
significant unemployment has developed in certain cities. 

All of these considerations would seem to indicate that a suspension of the 
price and wage stabilization program is in order. Yet, as Senator Maybank said 
so well in a recent address: ‘‘Unfortunately, we must always legislate for a future 
and not for the present situation. We must legislate for a situation about which 
we at best can make guesses. We know we may err in any prediction concerning 
the future. Therefore, we must steer a course which is on the safe side, even if 
we err.”’ 

Even in present circumstances, that course seems to point in the direction of 
extension of the controls program for another 2 years. For there are factors that 
may point to further inflation. 

Federal expenditures for national security totaled nearly 19 billion dollars in 
1950, about $37 billion in 1951, and at the beginning of 1952 they were running 
at the rate of $45 billion a year. Estimates for the end of 1952 place Federal 
expenditures for national security in the neighborhood of $60 billion. If there 
were any assurance that taxes would be increased to fill the gap, these expenditures 
in themselves would not necessarily be inflationary. But in the absence of such 
assurance, it seems necessary to maintain the strueture of price and wage controls 
to make sure that increasing Federal expenditures do not set off another round 
of price and wage increases. 

A seeond source of inflationary pressure is to be found in the current volume of 
accumulated consumer savings. The process of saving is, of course, deflationary, 
but the existence of past savings does create opportunities for future spending. 
So long as consumers continue to withhold a significant portion of income from the 
market, they themselves are helping to counteract inflation. But if anything 
should change their estimation of the future, leading them to spend now rather 
than to wait, these savings themselves could be the source of extensive further 
price increases accompanied ultimately by demands for wage increases. 

The very size of this volume of savings, and of the current rate of savings, sug- 
gests that price control has had a restraining influence on buyers as well as sellers. 
Consumers seem to feel, perhaps as a result of experience in World War II, that 
as long as price control exists they need not ‘‘buy now” in order to hedge against 
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a further upward movement. In these circumstances, the premature removal 
of controls would almost certainly induce that further upward movement. 

So far we have been assessing inflationary dangers in terms of the current defense 
program and of trends within our own economy. But the greatest threat for the 
future lies outside. We have always to consider the possibility that a further 
deterioration in the world situation will bring about a sudden upward revision of 
military schedules, and, not so long afterward, an upward turn in Federal spending 
for national security. In that event, we would be confronted with a second wave 
of spending and price increases, as we were after the outbreak of hostilities in 
Korea, unless a working and workable price and wage control program existed 
to hold the present line. 

This continuing threat seems to be the ultimate important reason for extending 
the present provisions of the Defense Production Act that relate to price and wage 
stabilization, and for extending them without crippling amendments. 

To attempt to write into law specific exceptions and qualifications has the 
effect of making administration more difficult and cumbersome. Therefore it 
is not desirable that the law should provide for contingencies that ought to be 
taken care of by the administrative agency. 

According to this standard three amendments made last summer to the original 
Defense Production Act seem to be undesirable. These amendments would be 
repealed by H. R. 6546 which the American Association of University Women 
supports. 

The first of these, section 402 (d) (4) of the Defense Production Act of 1951, 
permits manufacturers on application to the administrative agency to add to 
their pre-Korean prices a wide range of cost increases incurred prior to July 26, 
1951. 

This imposes a great burden on the administrative ageney by spelling out the 
many kinds of costs that must be taken into account, and by permitting that each 
application be considered separately. In this way, this amendment provides a 
rigid rule for price determination where the most effective and least inflationary 
procedure might require more complex considerations. 

Similarly, the second amendment, section 402 (k) of the Defense Production Act 
of 1951, by assuring retailers and wholesalers the customary percentage mark-up 
or margin over cost that they enjoyed before Korea, precludes the recognition of 
special circumstances in individual cases. 

The third amendment, section 101 (2), by providing that no quota may be 
imposed on livestock slaughtering, makes the administration of effective price 
control more difficult. 

In summary, the American Association of University Women submits this 
statement in support of the extension of price control, as proposed in 8. 2645, with 
the following considerations in mind: 

1. We dare not risk further inflation. In the last few years, many Americans 
have seen the careful planning of a lifetime nullified by the depreciation of their 
savings. The income and resources of privately supported institutions have been 
seriously reduced. All along the line, inflation has meant disruption and disloca- 
tion of tested programs and projects. 

2. Though there is reason to believe that inflation has been brought to a halt, 
factors do exist that may prove to be the source of further price increases. The 
level of Government spending for national security, the large volume of aceumu- 
lated savings, the continuing threat of an upward revision of military schedules— 
each of these could be inflationary. Price and wage controls are our most important 
defense against such further inflationary developments. 

3. Legislation for price and wage controls should not attempt to lay down 
specific rules for administration. It is incumbent on the administrative agency to 
develop flexible and effective procedures for the application and enforcement of 
the law. Serious inequities must be corrected; and administration must be able 
to take account of changing situations—situations like the present which permit 
a certain amount of easing up, as well as situations of stringency which if they 
develop will require a more vigorous application of the law against both prices 
and wages. 

4. Price and wage controls are only one pair of anti-inflationary tools at the 
disposal of Government. Though consideration of other tools—primarily, savings 
and taxes—does not come within the scope of the Defense Production Act, it is 
the position of the American Association of University Women that the total 
anti-inflationary program, including economy in Government, should be kept in 
mind whenever any part of it is under consideration. 
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WEDNESDAY, MAY 7, 1952 


Hovusk or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman of the 
committee, presiding 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Multer, Deane, Addonizio, Dollinger, Bolling, Wolcott, Talle, Kil- 
burn, Cole, Nicholson, McDonough, Widnall, Buffett, and Betts. 

The CHarrMan. The committee will be in order. 

We will resume the hearings on the Defense Production Act. 

Mr. Clerk, call the first witness. 

The Crierx. The first witness is Mr. Raymond Boulais on behalf 
of the William Prym Co. of Dayville, Conn. 


STATEMENT OF RAYMOND BOULAIS, PRESIDENT OF LOCAL 
UNION NO, 947, WILLIAM PRYM, INC., DAYVILLE, CONN. 


Mr. Bovuuats. Mr. Chairman and members of the committee, my 
name is Boulais. I am here to speak on behalf of all the workers of 
my local union No. 947, of which I am president, and which is a local 
of the CIO Textile Workers Union of America. The workers of my 
local are employed by William Prym, Inc., of Dayville, Conn., which 
company is engaged primarily in the manufacture of pins (safety pins 
and ordinary straight pins). 

I am here to urge the inclusion of the Ramsay bill (H. R. 6843) as 
an amendment to H. R. 6546, a bill to extend the Defense Production 
Act of 1950. I am not qualified to discuss the technical provisions of 
this proposed amendment but, very simply, I understand it provides 
for a limitation on imports comparable to the cut-back in our own 
production imposed on us by NPA and its restrictions on the use of 
metals. It would preserve our pre-Korean competitive relationship 
with imports. I am qualified to tell you what the combination of 
curtailed production in our plant together with unlimited imports is 
doing to our employment. 

Employment in our manufacturing plant has been very severely 
curtailed by the restrictions imposed upon the company by NPA 
cut-backs in our use of metals such as steel, brass, and nickel for 
plating. These cut-backs in metals use have severely affected em- 
ployment in the plant but we are even more seriously affected by 
ever-increasing imports of foreign pins which are now rushing in to 
take over that part of the American market which the NPA cut-backs 
make it impossible for us to supply. Unless a parallel limit is put on 
imports similar to the limit on our American production, a substantial 
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portion of our normal market ta the United States, if not all of it, will 
be irretrievably lost to the cheap foreign imports. 

In addition to being cut back in the number of pins we can produce, 
the quality of our product has been reduced substantially by the fact 
that NPA restrictions on the use of nickel have forced us to turn to 
the very unsatisfactory substitute of plating them with zine. 

While this is true of our American production, foreign producers in 
England, Germany, and Czecheslevakia seem to have an unlimited 
supply of nickel for plating pins and the imports are consequently of 
substantially better quality than those now being produced in Americ: 
with zine plating. 

Our plant and other American plants just cannot compete with 
these unfair advantages of the foreign producers and we think that 
it is only fair that if the defense effort requires a cut-back in our own 
production and employment it should require a parallel cut-back in 
imports in order to retain our relative competitive position with 
imports and foreign employment during this emergency period. 

Eighteen months ago our plant emploved approximately 72 em- 
ployees on the production of pins, but because of NPA cut-backs and 
unfair foreign competition the number of employees has been reduced 
to 37 almost a 50-perecent reduction. The present number of em- 
ployees, constitutes merely a skeleton force in our pin-production 
operation and even so it is becoming necessary to reduce the number 
of hours emploved by these few people. For example, our plating 
department which normally worked a 9-hour day now works only 
8 hours per day and our shipping department which normally worked 
5 days a week now works only 4 days a week. Unless some relief is 
forthcoming it is apparent that the working hours of these remaining 
employees will have to be further reduced if not eliminated. 

The Dayville area has a substantial surplus of labor and has been 
declared an area of labor surplus defense manpower Order No. 4. 
Unemployment is already high. If we lose our jobs in pin produc- 
tion, we have no place else to go and no prospect for reemployment. 

This is especially true of unskilled labor, which constitutes 75 per- 
cent of our force. 

The situation in my union is drastic as it is in many other local 
unions in Connecticut. We sincerely hope that this committee will 
give us some relief in the form suggested by Congressman Ramsay in 
his bill, H. R. 6843. 

This bill would only enable our employees and other employees 
on similar products in Connecticut to maintain their pre-Korea 
relative competitive position and that seems to us only fair. 

Certainly we are contributing our share to the defense effort in 
many ways. Otherwise, when the emergency is over and when the 
need for full employment will be the greatest, American producers of 
pins and other metal products, cut back during the emergency, will 
not be able to regain their fair share or their pre-Korea share of the 
American market. 

They will be unable to employ the people who will be laid off by 
defense plants at that time. 

We hope the committee will adopt this Ramsay amendment and 
help preserve our jobs for the long-run pull. 

We want to thank the committee very much for this opportunity 
to express our Views. 
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The CuHairmMan. Are there any questions? 

Mr. Cour. Your only point, then, is that you want the American 
market maintained, proportionately, as it was prior to the Korean 
situation? 

Mr. Bouvtats. Well, let’s put it this way: If we are cut back 50 
percent by the NPA, I should think that the imports should be equally 
cut back that much, or whatever the percentage is. 

Mr. Coxe. In proportion? 

Mr. Bou tats. That is right. 

The CHarrMaNn. Your contention is that by reason of allocations 
and priorities, your materials have been reduced, and that there should 
be a corresponding reduction in the imports? 

Mr. Bovtais. That is right, sir. 

Mr. Deane. Mr. Chairman. 

The Cuairman. Mr. Deane. 

Mr. Deane. Mr. Boulais, about what percentage of the industry 
is represented by your area of the country, in the manufacture of 
safety pins and ordinary straight pins? 

Mr. Boutats. That | would prefer to let one of the following wit- 
nesses, who represents the Association of Pin Manufacturers, answer. 
I do not have any figures on that. I am just representing labor. 

The CuarrMan. What is the name of the corporation that you are 
employed by? 

Mr. Bou tats. William Prym, Inc., of Dayville, Conn. 

The CuatrMan. Do they manufacture pins exclusively? 

Mr. Bouuats. Straight pins and safety pins, primarily. 

The Cuarrman. If there are no further questions of this witness, 
we are very glad to have your views, Mr. Boulais. Your statement 
will be considered by the committee. 

Call the next witness, Mr. Clerk. 

The Cuerk. Mr. John Breckinridge, appearing on behalf of William 
Prym, Inc., Dayville, Conn. 


STATEMENT OF JOHN BRECKINRIDGE, ON BEHALF OF WILLIAM 
PRYM, INC., DAYVILLE, CONN. 


Mr. BreckinripGe. Mr. Chairman and members of the committee, 
my name is John Breckinridge, an attorney with the law firm of Pope, 
Ballard & Loos here in Washington, D.C. Iam appearing here today 
on behalf of William Prym, Inc., of Dayville, Conn., which is a manu- 
facturing plant engaged primarily in producing pins—safety pins and 
ordinary straight pins. Mr. Hans Prym, president and owner of the 
company, had intended to appear here today but was unable to do so 
and asked me if | would appear for him. 

We appear for the purpose of strongly urging the committee to in- 
clude in its bill extending the Defense Production Act of 1950 the 
amendment proposed by Congressman Ramsay of West Virginia in 
his bill H. R. 6843. I believe that proposed amendment is before the 
committee for consideration. A companion bill has been introduced 
in the Senate by Senator Capehart of Indiana in the form of S. 2791. 

I would like to introduce a copy of the Ramsay bill at this point, and 
I think it might be well to read the bill. It is quite short. 
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The CuHatrMAN. You may incorporate the bill in the record, if you 
desire. I think most of the members are familiar with the bill. We 
discussed it before. 

Mr. BreckrinripGe. I would like to point out that there are two 
technical errors in the bill. Page 1, line 3, “£1951” should be £'1950,”’ 
and in the fourth line of the first page, “‘is amended by inserting (a)”’ 
should be ‘‘(e)”’ instead. 

(The bill referred to is as follows:) 


{H. R. 6843, 82d Cong., 2d sess.] 
A BILL To establish quotas on the importation of certain articles and products containing raw materials 


with respect to which priorities have been established, or allocations made, under the Defense Production 
Act of 1951 


Be it enacted by the Senate and House of Representatives oy the United States of 
America in Congress assembled. That section 101 of the Defense Production Act 
of 1951 is amended by inserting ‘‘(a)’’ immediately following ‘“‘Sec. 101.”’ and by 
adding at the end thereof the following new subsection: 

‘“(b) Whenever priorities are established or allocations made under section (e) 
with respect to any raw material, and such priorities or allocations operate to limit 
the production of articles or products produced in the United States, the President 
shall by proclamation limit the importation, during the period such priorities or 
allocations are in effect, of any article or product in the manufacture or production 
of which such raw material is used to 50 per centum of the average annual imports 
of such article or product during the calendar years 1947 through 1949: Provided, 
That the Tariff Commission has reported to the President that a substantial 
portion of the American producers of such article or product, or an article or 
product competitive therewith, has requested such limitation on imports: Provided 
further, That the Secretary of Defense has not certified to the President that the 
American production of such article or product is insufficient to supply the 
essential defense needs therefor. Upon the application of any substantial Ameri- 
can producer, the Tariff Commission shall publish the fact of having received such 
application, shall hold a publie hearing thereon and shall report the facts to the 
President within sixty days of the receipt of such application. Such report to the 
President shall include the article or product on which the import limitation has 
been requested, whether it contains any raw material which is under priority or 
allocation control, whether a substantial portion of the American producers thereof 
have requested the above-specified import limitation, the maximum quantity of 
imports which would comply with said import limitation and such other facts 
as the Tariff Commission deems appropriate. A copy of said report to the Presi- 
dent shall be submitted to the Secretary of Defense. If said report of the Tariff 
Commission indicates that the above-specified conditions have been met by the 
applicant and the Secretary of Defense has not certified to the President that the 
American production of such article or product is not sufficient to meet the essential 
defense needs, the President shall proclaim such import limitation within thirty 
days of his receipt of the report from the Tariff Commission. If the Secretary of 
Defense has certified that the American production of such article or product is 
insufficient to meet the essential defense needs therefor, the President shall, by 
proclamation, limit the imports of such article or product to such quantity as the 
Secretary of Defense certifies as necessary, in excess of American production, to 
meet the essential defense needs. All reports to the Tariff Commission and all 
certifications of the Secretary of Defense made hereunder shall be made public 
at the time of their issuance.”’ 


Mr. BrecxinripGr. Mr. Boulais, the previous witness here this 
morning, who is president of the local union working in the Prym 
manufacturing plant, has explained to the committee the adverse 
effects upon employment brought about by the combination of re- 
stricted American production and unlimited imports. Of course, the 
adverse effects upon management and its investment is equally as bad. 
These are the conditions necessitating the Ramsay amendment. 
However, I do not want to go into a detailed discussion of the facts 
and the financial condition of the Prym Co. but would like to confine 
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myself to a discussion of what we feel to be the purposes and intent of 
the proposed Ramsay amendment (H. R. 6843). 

This amendment is very simple in that it would require a cut-back 
in imports comparable to the cut-back in American production of 
nonessential, nondefense civilian items and would merely retain the 
pre-Korea relative competitive position. Also the procedure is very 
simple of operation. 

This proposal merely sets up machinery whereby a domestic indus- 
try, when needed, can protect and maintain its relative competitive 
position with imports while the domestic production of the article is 
being limited by NPA allocations of materials. 

At this point I would like to point out the complete difference of the 
principles and philosophy of this bill from that of section 104 of the 
Defense Production Act which limits the imports of fats and oils and 
dairy products. 

That section is based on providing a limitation of imports when 
such imports would reduce production in the United States of an es- 
sential product or would interfere with the orderly marketing of that 
product, which is essential to defense. 

Whereas this bill says that when our Government artificially 
restricts the production of a nonessential civilian product in the 
United States, by restrictions on the use of metal, then imports of 
that product should be comparably restricted in order to maintain 
the relative competitive position. 

There is nothing in the proposal to restrict imports in such a way 
as to change or improve the competitive position of domestic pro- 
ducers. Actually it favors imports. 

There is nothing in the amendment that would in any way limit 
the imports of any raw material or the imports of any product or 
article made therefrom which the Secretary of Defense certifies as 
essential to the security and defense needs of the United States. 

There is nothing in the bill which operates automatically to limit 
imports. It provides for a limitation only when the American produc- 
tion of a nonessential product is limited by raw materials allocations 
by NPA and only when and if a substantial portion of the American 
producers of such article or product applies to the Tariff Commis- 
sion for such limitation. It is assumed that the Tariff Commission 
would determine “the substantial portion’? on the basis of unit 
volume or dollar volume of production rather than the number of 
producers. Presumably, where it could be shown to the Tariff 
Commission that a majority of the American producers, by volume 
did not desire the import limitation it would not be necessary to, 
impose such a limitation. 

The proposed amendment adopts the fair procedure and sets up 
machinery for operation thereof which the NPA carefully uses and 
administers in order to maintain the relative competitive position 
between different producers of a given product in a given American 
industry. 

It certainly would be unfair for NPA to prohibit one producer of 
X commodity from further production and at the same time permit 
his American competitor to continue production and take over the 
market. Obviously the first American producer would be unable to 
regain all or part of his market after the emergency is over. The same 
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would be true if one American producer were limited more seriously 
in his production than another. The same fair principle should be 
applied to maintain the relative pre-Korea competitive relationship 
between an American industry and imports. 

Many American producers bave seen their production cut back by 
materials allocations and imports rush in to take up the market. 
Unless the American producer is able to protect himself from imports 
taking over his market while his production is artificially limited, he 
will be unable to regain all or a portion of such markets when the 
emergency is over. Imports should be limited to approximately the 
same level as is the American producer’s production so that they both 
have a fair chance at current competition and a fair chance of regain- 
ing their markets after the emergency is over. 

One of the objections which will be made by the free-trade opponents 
is that we should not deny the consumers of a product if it is available 
through imports. However, it is certainly fair and the American way 
to distribute the burden of national defense equally among all of the 
taxpayers. 

If our defense requirements call for a cut-back in the production 
of a certain article, because the raw material therefor is required for 
defense purposes, certainly the consumers of that product should bear 
the burden along with, and equitably with, the producers thereof. 
It must be recalled that all Americans who are consumers are also 
producers. No person long consumes unless he also produces. It 
would be grossly unfair and un-American to ask any given American 
producer or consumer group to give up his product for the benefit of 
the defense effort and not ask other groups of producers and consumers 
to bear a proportionate burden. 

If our defense needs require a cut-back in the production of any 
given article or product, certainly our allies and partners in defense 
should likewise cut back their production. However, this has not 
always been the case and frequently, even though they may cut back 
the production of such article they will make an exception for its 
production and export to the United States in the hopes of gaining and 
retaining the United States market by unfair advantage. We cannot 
guarantee and certainly cannot force any other country to adopt 
similar production cut-backs even though they may be drastically 
needed for mutual defense. However, it is only fair to protect our 
own producers who are contributing the most to national defense and 
mutual defense. 

We cannot ask a producer to make a temporary sacrifice without 
providing him also the means of regaining his normal position when 
the emergency is over. 

The CuarrMAN. You represent a nondefense and nonessential 
industry, and because of that it has been subject to priorities and 
allocations, which have reduced its materials. 

Mr. BrecktnripGe. Reduced their production. 

The Cuatrman. And reduced their employment? 

Mr. BreckrInripGE. Yes, sir. 

The CuarrMan. And vour argument is where that occurs domes- 
tically, that there should be a corresponding decrease, under certain 
conditions, in the importations of those articles, in order that you may 
maintain vour domestic position; is that correct? 

Mr. Breckrnrince. That is correct, Mr. Chairman. 
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The CuarrMan. That is the gist of your argument, is it not? 

Mr. Breckrnriper. That is correct, Mr. Chairman. 

Mr. Parman. Mr. Chairman, I question the jurisdiction of our 
committee on that. That seems to be an import question, which the 
Ways and Means Committee would have jurisdiction over. 

The CHatrMan. Of course, we have one of those things’ in here. 

Mr. Cote. We have 104 in the bill. 

The CHAIRMAN. Yes. 

Mr. Parman. However, this is not advocating the levying of an 
import tax or anything like that. 

The CuarrMan. Well, that will be considered, the question as to 
jurisdiction. 

You may proceed. 

Mr. BreckinrinGe. Certainly no foreign country, even the most 
friendly, could have any valid objection to our proportionately limiting 
imports to the same extent that the American production of an article 
is cut back by the mutual defense requirements. 

This proposed amendment proposes to limit imports of articles 
made of allocated materials to only 50 percent of the pre-Korean 
base-period imports while most American producers of nondefense 
articles requiring allocated materials are limited to substantially less 
than 50 percent. Articles using steel are limited to 55 percent; and 
most articles using copper, 35 percent; and aluminum, 45 percent; 
those using nickel are limited to less than 20 percent or entirely pro- 
hibited. The limitation of 50 percent on imports gives more than an 
even break to imports. In the case of.defense items, American pro- 
ducers usually get more than the above-mentioned percentages in 
order to encourage greater production and in such cases, upon the 
certification of the Secretary of Defense, this proposed amendment 
would place no limit upon imports of any article or product needed 
for the defense effort. 

Section 7 (the ‘‘escape clause’’) of the Trade Agreements Extension 
Act of 1951 is no answer to this problem because the Tariff Commis- 
sion has held that, even when an American producer is severely cut 
back in production by NPA, greatly increasing imports will not cause 
injury (Wood Screw case recently dismissed by Tariff Commission). 
The Tariff Commission says that if an American producer is selling 
all of a product he can make with a given NPA metal allotment—no 
matter how small—it is NPA that is causing the injury and not the 
tariff or increasing imports. 

No American producer can expect relief from the Tariff Commis- 
sion under circumstances contemplated by this amendment to 
Defense Production Act. 

Now I would like to point out that the situation today is not 
similar to what it was during the last war. 

During the last war by the time we got around to restricting the use 
of metal and civilian items through the War Production Board, we 
also had an artificial barrier, or almost a complete embargo on most 
imports, due to war conditions. Today we are not in war conditions. 
We are in defense conditions, and in conditions where all the countries 
are scrambling for dollars and imports are increasing hand over fist. 

Yet our own production is cut back, artificially making a market 
for imports, and we feel that if that is permitted to continue, when the 
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war is over, William Prym, Inc., in his production of pins, will not be 
able to get back into the market. 

It is very similar to what happened to the watch industry about 
which most of us have heard so much in recent years, where their pro- 
duction was eliminated during the last war so they could produce 
timing instruments for the war effort, and then foreign producers took 
over the market. American watch producers are never going to be 
able to regain their prewar share of the American market. 

The CHatrMan. We have decided to limit statements to 15 minutes. 
We have go to get through. 

Mr. BreckinripGn. That concludes my statement, sir 

The CuarrMan. Are there any questions? 

Mr. Coun. Mr. Chairman. 

The CuarrMan. Mr. Cole. 

Mr. Coir. From what countries are we importing the raw mate- 
rial, Mr. Witness? ‘ 

Mr. BreckinripGr. We are importing pins. 

Mr. Coin. We are importing the manufactured product. 

Mr. BreckinripGe. Yes;,I1 am not complaining about, and the 
bill does not affect. the import of raw materials. Only the product 
made therefrom. The pins are being imported from Czechslovakia, 
Germany, and England, primarily. A few from other countries, but 
those are the main ones. 

Mr. Apponizio. If this amendment were adopted as you suggest, 
how would that affect the unemployment in that particular industry? 

Mr. BrecxrnripGr. In this particular industry it would help 
unemployment substantially, because although our production has 
been cut back substantially, the imports are coming in, with better 
quality, because they can use nickel to plate them, and at such low 
prices that even our restricted production, which is less than 50 percent 
of pre-Korea, is backing up in the warehouses, 

The William Prym warehouses are full of pins that they cannot 
market, even with restricted production, whereas imports are increas- 
ing from 2 to 4 percent of the market to 35 and 40 percent of the 
market. 

Mr. Murer. Why can the other fellow market the imported item 
and you cannot market yours? 

Mr. BreckxinripGe. Because he sells them cheaper, sir, and because 
the imports are of better quality due to their permitted use of nickel. 

Mr. Mutrer. Is that not a matter for the Tariff Commission? 

Mr. BreckrnripGe. Yes, sir; but that is only a small part of the 
problem. 

Mr. Mutrer. Has that part of the problem been submitted to the 
Tariff Commission? 

Mr. BreckinripGe. It is being submitted to the Tariff Commis- 
sion, sir, and I submit that in similar cases the Tariff Commission has 
denied relief in the Wood Screw case. 

Mr. Mutter. No, in the Wood Screw case they did not deny relief 
because of the underselling of the market. 

Mr. BreckxtnripGe. You are correct on that, sir. They denied 
relief there because they said it seems probable that they will be able 
to sell all of the screws that they can make with the given metal allot- 
ment. 
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Mr. Mu rer. That is right; and your problem is one of whether 
the Tariff Commission can and will take jurisdiction, if the foreign 
imported article is underselling you. 

Mr. BreckinripGce. No, sir; only partially. Our production is 
cut back to less than 50 percent of pre-Korea, and the imports have 
come in and taken over that portion of the market. 

They have also taken over a little more, and caused a back-up of 
our restricted production, because of lower prices. It is about 80 
percent, the problem of this bill, and 20 percent a Tariff Commission 
problem. 

Mr. Metter. To the extent that vou have unemployment in your 
industry, haven’t you been able to integrate your industry into the 
defense effort to take up that slack? 

Mr. BreckrinrinGe. No, sir; we have not. 

Mr. Muurer. Have you tried? 

Mr. BreckinrivGe. We have tried vigorously. 

Mr. Murer. Are there any defense contracts in your industry? 

Mr. BreckinripGe. I don’t believe that at the present time William 
Prym has any defense contracts. Some of the producers may have. 
Mr. Dailey who appears later for the association may have further 
information on that. 

Mr. Mutrer. I cannot understand why. I would like to have the 
reason, if you know it or.can get it for us, because I do not know too 
much about vour industry but it seems to me you certainly ought to 
be able to make items that the defense effort needs. 

Mr. BreckinripGe. The machinery in these plants for the most 
part, Congressman Multer, is not adaptable, or at least has not been 
found so as vet, to the production of defense items. 

Mr. Mutrer. You did that in World War II, didn’t you? 

Mr. BreckinripGe. I could not state exactly what they did in 
World War II. 

Mr. Murer. If you did it then you ought to be able to do it now. 

Mr. BreckrnripGe. Mr. Boulais, were you with the company in 
the last war? 

Mr. Bovunats. I was there at the end of the war. I believe that 
during the war they made pins for the Navy Department. That was 
about the limit of their war contracts. They accepted very little work 
in the machine shop, subcontract work. 

Mr. Deane. Do you have your production for the last 5 years? 

Mr. BreckrinripGe. Mr. Dailey will have that, sir, for the industry 
as a whole. 

Mr. Mutrer. Has any one of your representatives taken up its 
problems with the Small Defense Plants Corporation. 

Mr. BreckinripGe. I could not state that. It has not been done 
on an industry basis. It may have been done by individual companies. 

The William Prym Co. I know is negotiating for a war contract 
now, on a new item, which they have invented. I am not sure what it 
is, so I won’t try to state, but that is being tested by the Defense 
people, and it might be taken up and adopted. That might solve the 
unemployment problem now, but it won’t solve the problem of getting 
back into pin production when the defense effort is over, if we have 
lost it. 
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Mr. Mutter. Well, this section won’t help you when the defense 
effort is over because this is temporary legislation. It will die when 
the defense effort is over. 

Mr. BrecxrinrivGe. This definitely will help us when the defense 
effort is over because we will then be able to go back into the market 
and regain our normal pin customers, whereas, if in the meantime, 
when our production has been cut back, imports have taken over 
those customers, they have become accustomed to using the German, 
English, and Czechoslovakian pins and they will stay with those pins, 
particularly because they-have a cost advantage to begin with. We 
would have a very difficult competitive situation after the war is over 
of regaining our normal markets. 

It seems to me only fair that if vou are going to say to me “You 
have got to cut back your production” that vou should say to my 
competitor, ““You have got to cut back your production, too.”’ 

Mr. Muurer. Have you discussed this with the State Department? 

Mr. BrecxinrinGe. | have not; but I have read a statement from 
the State Department in opposition to the bill, and they of course 
are bitterly opposed to anything that will restrict imports. Secretary 
of State Acheson, just recently, even criticized American industries 
for even seeking relief under the escape clause from the Tariff Com- 
mission. 

Mr. Mutrer. I think that statement is a little too broad. They 
are not bitterly opposed to any of this. They wage reasons in opposi- 
tion, but not bitterly. 

Mr. BreckinrinGe. He has criticized the American industries who 
request relief from the Tariff Commission through the escape clause, 
just recently. 

The CHarrMAN. Do you have any further statement to make? 

Mr. BreckrnrinGE. No, sir; I am through. 

The CHarRMAN. We are glad to have vour views. 

Mr. Nicnoxtson. Mr. Chairman. 

The CHarrMAN. Mr. Nicholson. 

Mr. Nicuouson. All you are trying to do is what we have done for 
fats and oils; is that not it? 

Mr. BreckinrivGe. No, sir; this situation is entirely different from 
the fats and oils bill, section 104. 

That section of the Defense Production Act provides for a limita- 
tion on imports when imports as such cause a reduction in production. 

Whereas this requires an import limitation——— 

Mr. Nicnoison. Well, this causes slack-down of production in the 
same way, doesn’t it? 

Mr. BreckinripGe. No, sir; NPA directs the cut-back in our own 
production, and then this would say that if the American production 
is cut back, that there should be a comparable cut-back in imports, 
so that you retain the relative competitive position with your foreign 
competitor as well as your domestic competitor. 

In other words, NPA tries to administer their cut-backs in produc- 
tion, so that they apply the same to X, Y, and Z, in a given industry, 
so that X, Y, and Z retain their relative competitive position. 

This bill would apply the same principles to American industry 
and importers of its product. 

Mr. Nicnouson. That is all. 
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The CHATRMAN. You may stand aside if there are no further 
questions. If there is anything else you desire to insert in the record, 
you may do so. 

’ Mr. BrecxinripGe. We thank the committee for the opportunity 
to appear. 

The CuatrMan. Glad to have your views. Call the next witness. 

The Cuerk. Mr. H. Warner Dailey, representing the Pin, Clip 
and Fastener Association of New York. 

The CHarrMAN. You may proceed, Mr. Dailey. 


STATEMENT OF H. WARNER DAILEY ON BEHALF OF THE PIN, 
CLIP AND FASTENER ASSOCIATION, NEW YORK 


Mr. Dattey. Thank you, Mr. Chairman. 

I would like to say that Mr. Breckinridge is our attorey on this 
matter; also, so if there are any technical matters pertaining to this 
bill, you might allow him to testify with us. 

Mr. Chairman and members of the committee, my name is H. 
Warner Dailey, and I would like to testify in support of amendment 
H. R. 6843 to the Defense Production Act on behalf of the Pin, 
Clip and Fastener Association, which organization I serve as secre- 
tary. You have already heard the testimony of Mr. Raymond 
Boulais and Mr. John Breckinridge on behalf of the William Prym 
Co., which is a member of my association. The members of the 
Pin, Clip and Fasterner Association heartily concur on the testimony 
which has already been presented by Mr. Boulais and Mr. Breck- 
inridge. 

In connection with the type of industry represented by the Pin, 
Clip and Fastener Association, | would like to point out that the 
association is primarily composed of small businesses individually 
owned and operated comparable to the William Prym Co., from which 
you have already heard testimony. The member manufacturers 
of this association produce safety pins, straight pins, paper fasteners, 
and paper clips. 

For your information, the names of the member companies are 
as follows: Acco Products Co., Ogdensburg, N. Y.; DeLong Hook «& 
Eye Co., Philadelphia, Pa.; Noesting Pin Ticket Co., New York, 
N. Y.; Oakville Co., Oakville, Conn.; Plume & Atwood Manufacturing 
Co., Waterbury, Conn.; William Prym Inc., Dayville, Conn.; Risdon 
Manufacturing Co., Naugatuck, Conn.; Star Pin Co., Derby, Conn.; 
Simonsville Co., Waterbury, Conn.; Speed Products Co., Long Island 
City, N. Y.; Union Pin Co., Winsted, Conn.; Vail Manufacturing Co., 
Chicago, Ill. 

Through wartime restrictions under the controlled-materials plan 
and other emergency measures, all of these companies have been cut 
back on materials to 50 percent or less. As you know, these materials 
comprise steel, copper, brass, and nickel. The cut-backs have been 
to such a degree that they have not been able to supply the current 
domestic market demands. This is so particularly in the products 
made of brass, which were cut back to a higher degree than those of 
steel. 

The situation has resulted in foreign goods filling the vacuum of 
our present domestic market particularly as far as safety pins and 
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straight pins are concerned, Since the Korean situation imports of 
safety pins which were running previously between 2 to 4 percent of 
domestic production have risen to alarming proportions and at the 
present time account for 25 to 30 percent of domestic production. If 
this situation continues, which it appears it very well will under the 
extension of the Defense Production Act, the American manufacturers 
will be unable to regain their fair share or pre-Korean share of the 
domestic market when the emergency is over. Because of the limited 
production of the member manufacturers of the association resulting 
from restrictions of materials and the competition of foreign goods 
unrestricted in the use of critical materials, lay-offs, reduced working 
hours and general unemployment has resulted. : 

At the present time, it is well known that countries such as Eng- 
land which is actively participating in the Mutual Security Program 
and which is restricting the use of metals such as nickel and copper 
for civilian products, permits such items to be made of these metals 
and exported to the United States. 

All of this naturally works to the disadvantage of our American 
manufacturers who are limited to their output by the National Pro- 
duction Authority and other restrictive controls. Our own producers 
are contributing greatly to the defense effort, and it is only fair that 
they should receive some sort of protection against unrestricted foreign 
competiton which is in no way curbed in their use of critical material 
exported to this country. American producers are powerless to com- 
pete with this type of unfair foreign competition brought about by 
artificial conditions beyond their control. Because of the limited pro- 
duction of these member manufacturers resulting from current restric- 
tions and the competition of foreign goods unrestricted in the use of 
critical materials unemployment is general throughout the country as 
it is in many other metals manufacturing industries. The depressed 
conditions of both production and employment in the William Prym 
Co. is typical of the other producers in this industry and the situation 
is getting worse continually. 

It is our opinion that H. R. 6848 will rectify this situation by 
allowing these producers to retain their pre-Korean competitive rela- 
tionship with foreign producers—that is, retain their pre-Korean 
share of the market before they were restricted from producing their 
respective proportion because of the limitation of critical materials. 

This bill insures them a chance to regain their pre-Korean share of a 
normal American market when the emergency is over. 

Until such time as materials are in more plentiful supply when 
American manufacturers can compete with foreign manufacturers 
on an equitable basis without material restrictions, we must have relief 
in the form proposed by Congressman Ramsay, otherwise a large por- 
tion of our markets will be irretrievably lost to foreign imports. As 
you know, our present system of American controls on materials tries 
to establish a pattern of each manufacturer’s respective position in an 
industry on an historical basis but does nothing to preserve the pre- 
Korean relationship between American producer and foreign producer. 

In other words, if we are going to limit the relative position of 
American industries on the basis of their past historical operations it is 
only fair that foreign imports should be limited on an equitable basis 
over a similar base period. At the present time, there are no import 
restrictions on imported goods using critical materials. 
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The CuatrMan. How large are the industries you represent? 

Mr. Dattey. Do you mean by number of employees, all told? 

The CuarrMan. Yes. 

Mr. Datrvey. This is an estimate, offhand, but I would say they 
total about 2,500 employees, all told. 

The CuarrMan. You use, as I understand it, copper and brass? 

Mr. Dattey. We use more brass than any of the other metals, 
except steel. Steel and brass. 

The CuatrMan. And nickel? 

Mr. Dartey. And nickel. 

The CHarrMAN. You use some tin, too, do you not? 

Mr. Dattey. Some tin has been used for plating, but not very much. 

The CuHatrMan. Well now, all of those materials are in short 
supply, and you are in a nonessential and nondefense industry and 
that is your trouble, is it not? 

Mr. Darttey. That is our trouble at the moment, primarily. 

The CHarrMAN. Yes, and your request is that because your 
production has been decreased by reason of allocations and priorities, 
there ought to be a corresponding decrease in importations of the 
commodities you produce? 

Mr. Dariey. That is, if the companies request that through the 
escape clause procedure of this bill and it is granted. Yes, that is 
the request. 

The CuatrMan. All of those materials are in short supply, and are 
essential to national defense. That is true, is it not? 

Mr. Dartey. That is true, and we have been cut back. We do 
vet some, but not a great deal. And, of course, the foreign pins are 
coming in without any limit on their use of the same materials. 

The CHarrMAN. Have most of your members attempted to obtain 
defense contracts? 

Mr. Daitey. Some of the members have had Government orders 
for safety pins and straight pins. 

The CHAIRMAN. You are in a metalworking industry. You might 
convert your industries to defense plants. 

Mr. Dativey. Well, the machines are not adaptable. These pin- 
producing machines, which produce safety pins, cannot be adapted 
to war production, or paper fastener producing machines, to war 
production. 

The CuarrmMaNn. A good many of the industries that were not exactly 
adaptable to defense work found it justifiable to convert to defense 
contracts. 

Mr. Darttey. Yes. Of caurse, all companies are trying to gt 
defense contracts, but there is always a bit of a lull there before the 
contracts come through. I think defense contracts will help out the 
employment situation without question. But this bill does give us 
some assurance, after this thing is all over, that we will have our 
markets, or a chance to get them back, whereas if we have them taken 
away by foreign imports, it is pretty hard to get them back. Mr. 
Breckinridge cited the watch case. We all know a’ ut that. 

The CHAIRMAN. Some of these articles that you use are not produced 
to the extent that we need them in the United States at all. There 
are large importations of nickel, of copper. What effect would the 
limitation of importations of those things that are essentiai to our 
national defense have? 
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Mr. Darztey. Perhaps I do not understand you, but this is not an 
attempt to limit imports of copper and nickel into this country in 
raw state for producers in this country—we would favor more imports 
of raw critical materials. This bill would only limit imports of the 
finished product, the production of which is limited m America by 
NPA. 

Of course, safety pins and straight pins, in a broad sense, are some- 
times incorrectly considered nonessential, although they are used by 
Navy and Army hospitals to a great extent. 

The Cuairman. I do not think the Ramsay amendment limits it 
to that. 

Well, are there any further questions? 

Mr. Cour. Dollarwise, what are the imports of pins? If you do not 
have it available now, will you put the figures in the record? 

Mr. Datiey. I have them here, sir. I can go all the way back to 
1934. 

Mr. Coir. Why do you not put it in the record? It will save time 
and all I want it for is for future reference. 

Mr. Darttey. We will submit that for the record. 

The CHarrMan. You may insert any pertinent evidence in the 
record. 

Mr. Dattey. We will do so. 

(The information referred to was not supplied in time to be included 
in this record.) 

Mr. Cour. One other question: Are pins under price control? 

Mr. Darney. Yes. 

Mr. Cour. Are they up to ceiling? 

Mr. Datury. No, sir. 

Mr. Coir. Do you know how far below ceiling they are? 

Mr. Datrtry. I do not know exactly how far below ceiling they are, 
but I am very certain they are not up to ceiling. 

Mr. Nicuoutson. Mr. Chairman. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicnouson. Are you familiar with Dayville, Conn.? 

Mr. Dattny. Yes; and I know Mr. Prym and his company. 

Mr. Nicnouson. How big a town is it? 

Mr. Darrey. Probably Mr. Boulais can give vou the exact popula- 
tion closer than I can. But it is a small town. 

Mr. Nicno.ison. It is the only business there is in the town, is it 

not? 

Mr. Datrey. I believe there was a textile business nearby or in the 
adjacent town, and that went out of business. 

Mr. Nicuoison. So this will go out of business if you do not get 
some help? 

Mr. Datiey. If we do not get defense contracts or some help through 
this bill, we will; ves, sir. 

Mr. Nicuoison. That is all. 

The CHarrMANn. You may stand aside, and you may submit any 
pertinent statement that you wish to add to your statement for the 
record. 

Mr. Daitey. Thank you, sir. 

The CuarrmMan. Call the next witness, Mr. Clerk. 

The CLerx. The next witness is Mr. Walter Mueller, representing 
the National Association of Band Instrument Manufacturers. 
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STATEMENT OF WALTER W. MUELLER ON BEHALF OF THE UNITED 
STATES BAND INSTRUMENT INDUSTRY 


Mr. Mve.uer. Mr. Chairman, members of the committee, my 
name is Walter W. Mueller. I am the treasurer of Penzel, Mueller 
& Co., Inc., Long Island City, N. Y. 

I would like to testify on behalf of the domestic band instrument 
industry and read a prepared statement in support of H. R. 6843. 

Severe restrictions on the use of strategic materials necessitated by 
the national emergency together with the tariff policy of the United 
States Government, have cooperated to bring the century old United 
States band instrument manufacturing industry to brink of extinction. 

This industry supplies and services such necessary educational,, 
cultural, and morale raising elements of our national life as the Armed 
Forces, school, college and professional bands and orchestras. Of 
these there are approximately 36,000 in the United States. During 
1950 the industry employed 2,958 highly skilled workmen and its 
sales amounted to $19,655,000. 

The inevitable destruction of this industry is predicated upon the 
tremendous acceleration of imports of foreign-made band instruments 
into the United States, due to the lowering of protective tariffs and 
the wholly inadequate allocation of essential strategic metals to the 
domestic industry, by the National Production Authority. 

Since the enactment of the Tariff Act of 1930 the Government 
progressively lowered the tariff on band instruments from 40 percent 
ad valorem to 15 percent ad valorem under the present tariff. This 
tariff policy was followed despite the well-known fact that 85 percent 
of the cost of manufacture of band instruments consists of cost of 
labor, and that the cost of labor to domestic manufacturers is from 
320 to 530 percent higher than to any foreign manufacturer of band 
instruments exporting to the United States. 

This tariff policy of the Government has brought the greatest hard- 
ships and injuries to the domestic industry, even before the national 
emergency necessitated control and allocation of strategic materials. 
It reduced the domestic manufacturers to producers on margin and 
required production cuts and suspending of manufacture by a score 
of manufacturers, since imported instruments were now dumped on 
the domestic market at prices with which the domestic manufacturer 
could not expect to compete for long. 

Since 1939, the import of band instruments has risen 357 percent. 
In the year 1939, an average prewar year, band instruments of a total 
value of $724,511 were imported, and while the import of band instru- 
ments in 1951 amounted to total of $2,586,976. 

The tariff policy of the Government places foreign manufacturers 
into a position to capture the whole United States market. Toward. 
this end, foreign manufacturers are engaging in an advertising cam- 
paign beyond imagination. It is sustained by their enormous profits. 
realized from the United States market. Advertising space bought 
in trade magazines on behalf of these foreign instruments exceeds the: 
combined advertising space of domestic manufactured instruments by 
850 percent. 

While the import of band instruments into the United States is: 
wholly unrestricted, at a tariff of only 15 percent ad valorem by virtue 
of the latest trade agreement, imports of United States band instru- 
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ments into the countries which export band instruments into the 
United States, is virtually impossible. These countries protect their 
own industry by the most restrictive import and currency exchange 
restrictions, having their own economy foremost in their mind. 

The domestic industry is fully cognizant of the absolute necessity 
for imposing restrictions on the use of strategic materials in the 
interest of national defense. However, the domestic industry is unable 
to reconcile itself with the flood of imports into the United States of 
foreign manufactured band instruments which contant an extravagant 
use of the very strategic materials which the domestic industry has 
had withdrawn from it. No decorative trim whatsoever may be used 
in the manufacture of domestic band instruments by direct order of 
the National Production Authority. 

The domestic manufacturers may not even entertain the thought of 
solid nickel parts. One need not elaborate on the sales appeal of a 
highly trimmed instrument, as well as the sales advantage of a lower 
price, in order to visualize what the domestic industry is required to 
cope with. 

This deplorable situation is severely aggravated by the National 
Production Authority quota established for allocation of essential 
strategic metals to the domestic industry. For the first quarter of 
1952, this industry has been allowed 35 percent of its base period 
usage of copper base alloys. For the second quarter of 1952 the 
industry’s allocation was lowered to 30 percent. 

Since it cannot make any substitutions for the use of brass and 
nickel silver, the industry is forced to reduce its production by 65 
percent. It is not difficult to visualize that foreign manufacturers of 
band instruments will absorb that part of the United States band 
instrument market vacated by the domestic industry, due to these 
restrictive allocations, as quickly as their capacity to supply the 
demand will permit. 

Moreover, the domestic industry will be unable to regain all or any 
portion of such market when the emergency is over. Imports should 
be limited to approximately the same level as the domestic producers 
production so that they both have a fair chancé at current competition 
and a fair chance of regaining their markets after the emergency. 

The complete lack of tariff protection for the domestic industry, 
the utter lack of restrictions or their enforcement in the use of strategic 
materials by foreign manutacturers importing band instruments into 
the United States, the rigid restrictions on the use of strategic materials 
applicalne to the domestic industry, together with the further reduc- 
tion in allocation of strategic materials, presents a picture of ultimately 
disastrous consequences to this century old domestic industry. _ 

The proposed legislation, H. R. 6843, merely sets up machinery 
whereby the domestic industry can be protected and be permitted to 
retain its relative competitive position as to imports, during the time 
the domestic production of band instruments is being limited by allo- 
cation of the strategic materials by National Production Authority. 
Nothing in the proposed legislation restricts imports so as to change 
or improve the competition position of the domestic industry. 

Moreover, the proposed legislation, nor any provision therein, does 
not operate automatically so as to limit imports of band instruments. 
On the contrary, a limitation on imports of band instruments becomes 
operative only when the domestic production of band instruments is 
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limited by the allocation of strategic materials by National Produc- 
tion Authority and only when and if a substantial portion of domestic 
band instrument producers applies to the United States. Tariff Com- 
mission for such limitation. 

It is grossly unfair and certainly most un-American to ask the do- 
mestic band-instrument industry to substantially curtail their manu- 
facture and not to expect foreign manufacturers of band instruments 
to bear a proportionate burden. Certainly no foreign country, even 
the most friendly, could present any valid objection to the propor- 
tionate limitation of imports of band instruments to the same extent 
as domestic manufacturers of band instruments are curtailed by the 
defense requirements. 

The proposed legislation limits imports of band instruments to 50 
percent of the average annual imports during the calendar years 1947 
through 1949. As pointed out above, the domestic industry has now 
been limited to 30 percent of its pre-Korean base period. Thus, the 
limitation of 50 percent on imports gives more than an even break to 
foreign manufacturers of band instruments. : 

Any contention that section 7 (escape clause) of the Trade Agree- 
ments Extension Act of 1951 ean provide relief is merely wishful 
thinking in view of the recent position taken by the United States 
Tariff Commission. The Commission has ruled that an increase in 
imports resulting from allocations by NPA does not result in an 
injury to domestic manufacturers directly resulting from the increase 
in imports as required for relief under section 7. To the Commission, 
it is National Production Authority which causes the injury and 
thereby prohibits the application of section 7. 

Only by the enactment of the proposed legislation can the ultimate 
destruction of the domestic band instrument industry be prevented. 

The CHatrMAN. What materials do you use in the manufacture of 
band instruments? What character of band instruments do you 
make? 

Mr. Muveutier. We use copper base alloys, principally. That 
would mean brass, nickel, silver, bronze, and a little steel. 

The CuatrMan. Those are essential to the defense effort, and you 
have been subjected to priorities and allocations? 

Mr. Mveuuer. They are very essential, that is right. 

The Cuarrman. And you feel there ought to be a corresponding , 
decrease in importations of instruments, corresponding to the decrease 
suffered by your industry by reason of that fact? 

Mr. Mueiuer. That is right. 

The CuarrmMan. Well, I think a band is not entirely unessential in 
these times. A band inspires patriotism and enthusiasm. It usually 
follows the flag and does not attempt to lead it. 

Mr. Mueuuer. That is right. 

The CuHarrMan. Are there any questions? 

Mr. Tauie. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tatie. You are Mr. Mueller, are you not? 

Mr. Mueuver. That is right. 

Mr. Tatir. You probably speak for such people as the Conn Co. 
of Elkhart, Ind.? 

Mr. Mvetuer. That is right. 

Mr. Tauxie. And other manufacturers in your field? 








414 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Mr. Mvuetuirr. That is right. 

Mr. Tatuie. Do you supply band instruments to the armed 
services? 

Mr. Mur.urr. Yes; we do. 

Mr. Tauuie. That is a rather good market, is it not? 

Mr. Mvexuer. It was a good market during 1950 and 1951. We 
have been told, at the last NPA meeting on March 20, that the needs 
have been filled quite well. Government procurement agencies have 
insisted on using the finest materials, so that they would not be 
caught in the same dilemma that they had during World War II, 
when we had to use what we could get in the way of materials, and 
the result was that these instruments actually would not stand up, 
especially overseas, and on the high seas, where they were subject to 
salt air and things like that. Brass pistons in trumpets and trom- 
bones just disintegrated. 

Mr. Tatue. I wanted to ask you, too, whether your industry was 
recognized during World War II, so that vou got the strategic mate- 
rials you needed for supplying the instruments required for use by 
the armed services? 

Mr. Mvue.uuer. It was nip and tuck. 

Mr. Tauue. I understand so. 

Mr. Mvueuier. We got, when the others had enough. When the 
essential war materials manufacturers had enough, the mills would 
always see to it that we got a bone once in a while and that kept 
us going. 

Of course, war conditions made it much easier for us to obtain 
these defense contracts. In our own case, our company took its 
first defense contract—as a matter of fact, we made tools for the 
Napier Engine Works in England, in 1939. Those opportunities are 
not available today. 

Mr. Tatuize. Do vou use wood now for making all the different 
kinds of clarinets, oboes, flutes, piccolos, and so on? 

Mr. Mve.uer. You are very well educated on the subject. 

Mr. Tauue. I could use some more education. 

Mr. Mvuetier. Yes; we do use wood. We use a wood that comes 
from Portuguese East Africa for those woodwind instruments. Many 
of them, however, for school grades, are made entirely of metal now. 
. They are more durable. 

Mr. Tauue. I have observed that change. 

Mr. Mveuier. That is right. 

Mr. Tauue. Just one other question. Perhaps it is a difficult one 
to answer. Have you had much foreign business? Have you had a 
foreign market? 

Mr. Mvexuier. We did have a foreign market before the entry of 
the United States in World War II, but we have never been able to 
get back into the foreign market. 

England, for instance, prohibits—well, they make it prohibitive to 
import instruments into England. Their luxury taxes are so high at 
the port of entry that it practically raises our price 100 percent. 

In the case of Canada, our duty there amounts to about 22% percent, 
and then there is an additional 12% percent on top of that. 

Now, the English goods come into Canada without tariff. So they 
have taken the Canadian market away from us practically a hundred 
percent. 
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Mr. Taiz. Do you have an illustration, from your own industry, 
of how some foreign countries depreciate their currency in order to 
escape the bona fide operations of our trade agreements? 

Mr. Mueturr. We have nothing black on white, except in the case 
of Germany. In Germany, if a German manufacturer exports to the 
United States, and collects a dollar of American money, he is credited 
with a dollar and twenty cents in his landesbang, as they call it over 
there, and his purchasing power is increased to that extent. In other 
words, they set up an incentive for him to build up his production fast, 
and they have accomplished that. They have come from nothing, 
when our occupation forces went in, to an important producer today, 
in our particular industry, and, of course, their prices are low. They 
are not quite as low as the Italian prices, or the English prices. The 
English prices are about the lowest of all today. 

The English took the personnel of complete factories, when their 
teams went in after the surrender, and moved those families, the work- 
ing people and their families, to Wales, and they set up and subsidized 
these tremendous factories, which are now rolling into production. 

They started with woodwinds, as soen as they could, and now they 
have gone over to brass instruments. While it existed on woodwind 
competition exclusively, nobody became very alarmed, but now that 
they have gone into a complete line of instruments, it is an entirely 
different subject. 

Mr. Tatite. Thank you, Mr. Mueller. You are a very good 
witness. 

Mr. Mvuetier. Thank you, sir. 

The CuHarrMAN. Are there any other questions? 

Mr. Mutrer. Yes, Mr. Chairman. 

The CHarrMan. Mr. Multer. 

Mr. Mutrer. Mr. Mueller, are we to understand that you and the 
other witnesses who have been here this morning supporting H. R. 
6843 are all in agreement that you are not seeking to stop the import 
into this country of any strategic materials; is that correct? 

Mr. Mvetuer. As raw materials? 

Mr. Murer. Yes. 

Mr. Mvuetuer. We are not trying to accomplish that, no. 

Mr. Mutrer. Your complaint is addressed to, and you are seeking 
relief from the situation brought about then by the finished article 
being brought into the market, and thereby taking away vour market, 
because you are restricted in the manufacture of items which you 
would otherwise manufacture in a free market if you did not have 
these controls? 

Mr. Mvuetier. That is right. 

Mr. Mutter. That is your position? 

Mr. Mvetter. That is our positioa 

Mr. Mutrer. And that is the position of the other gentleman who 
testified here today? 

Mr. BRECKENRIDGE. Yes, sir. 

Mr. Deane. I have a letter before me, Mr. Mueller, from the 
W. T. Armstrong Co., of Elkhart, Ind., and I will read one paragraph 
and would like you to comment: 

Considering the fact that the American band instrument industry pays an 


average minimum wage of $1.06 an hour, and an average maximum wage of 
$1.83 per hour, and considering the fact that, for instance, the British band in- 
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strument industry pays an average minimum wage of 14 cents, as compared wit! 
American money of 3 cents, and an average maximum wage of 40 cents per hou 
as compared with the American industry of $1.83 per hour. 

Are those figures correct? 

Mr. Mueuuer. Those figures are correct, except that Mr. Arm- 
strong has omitted one thing. He has not included his fringe benefits 
in arriving at $1.83——-$1.83 1s for the direct pay, but he has excluded, 
or has not taken into consideration, the vacations, medical benefits, 
the sick benefits that we give in our plants, long before the State 
legislation required things like that. I would say that—~ 

Mr. Deane. Would you give the comparable minimum and maxi- 
mum wages for the American industry and the British industry? 

Mr. Mureuier. I think we have that, with the United States 
Department of Labor as our source, and we will give it to you officially 
in that way. 

1 will read the country’s minimum per hour and maximum per hour. 
The average labor cost per hour to the—I am changing that a little 
bit—to the band instrument manufacturer, that is to say the actual 
wages paid, plus social security benefits, sick benefits and health 
benefits, accident insurance, family allowances and all other benefits 
and/or allowances provided the workingman by legislative enact- 
ments of the respective countries, and payable by the manufacturer 
are as follows: 

Now I will go back to that listing of country total labor costs. 
This will be the total labor cost, per man-hour, minimum and maxi- 
mum. 

For the United States, our minimum is $1.19, and our maximum 
$2.07. 

Great Britain, 16 cents minimum, maximum 42 cents. 

France, 37 cents, maximum 60 cents. 

Italy, minimum, 29 cents, maximum 39 cents. 

Germany, minimum, 37 cents, maximum 62 cents. 

Czechoslovakia, 29 cents, and maximum 45 cents. 

Mr. Deane. Evidently you are in a serious competitive position. 
Has your industry attempted to work out a little international 
cooperation, or have you ever attempted to do so? 

Mr. Mueuier. We would like to if they would give us a foot-hold 
over there. It is difficult for us to go over and invest money. We 
cannot buy French plants. We cannot invest money in Italy, and 
we cannot go into England and invest money. There are restrictions 
against that, and the difficulties in obtaining licenses are extreme. 

I sent my wife over in 1950—these are all family affairs, these 
businesses—in 1950, to start a French company. We could do that 
if we would surrender more than 50 percent of the stock holding to 
the French nationals. Well, if we did that we probably could not 
accomplish what we set out to do and we had to abandon the idea. 

Mr. Deane. That is all, Mr. Chairman. 

Mr. Coxe. If this legislation is enacted as you propose, will you 
be able to supply the normal market for the United States? 

Mr. Muruier. We will be able to sell all we can make. That is 
our best estimate. 

The Army and Navy and Marine Corps procurement, and the 
materials needed to fill those orders will be given in addition to what 
is allowed by NPA. 
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Mr. Coxe. Put it this way: Will there be a great shortage of band 
instruments in the United States? 

Mr. Mueuurr. I do not think so. 

Mr. Coxe. It is temporary at the moment, we hope. 

Mr. Mueg.uer. It is temporary; that is right. 

The CHairMAN. You get sufficient materials to comply with the 
contracts you have for the Government, do you not? 

Mr. Musruuier. Oh, ves. 

The CuHarrMan. This is but a temporary measure. It will not fur- 
nish any permanent relief, even if included in this bill, because this 
bill will probably only be extended for 1 or 2 vears. 

Mr. Muster. It is very temporary. 

The CHarrRMAN. Yes. 

Mr. Muexuer. We never needed assistance from you people before, 
as we need it today. 

Mr. Muurer. And you are willing, in a free market, with no con- 
trols, to take your chance against this foreign competition? 

Mr. Mueuuer. Absolutely. 

Mr. Mutrer. The point you are making, and that the other wit- 
nesses made, is that we are not in a free market and you are limited 
in your production, and can only produce a part of what the market 
will consume, and you have got to close down to that extent, while 
the fellow who is making that same item abroad can send it into this 
market and dispose of it, not only in competition with you, but more 
than that, take over the market that you could otherwise compete in. 

Mr. Mveuuer. That is what they have done. 

Mr. Mutrer. And that is the only relief you want, that under 
this temporary emergency situation, as long as you cannot produce 
all that your factories can produce and all our market will consume, 
to be put on an equal footing with a man who is importing a foreign- 
made product in competitition with yourself. 

Mr. Mueuuer. That is right. 

The CHarrMan. We are very glad to have your views, Mr. Mueller. 

Mr. Mutrmr. Just one thing more, Mr. Chairman. I think these 
gentlemen will agree that if these strategic materials must go into the 
defense effort for us and our allies, that is where it should go, and that 
if these nonessentials, if you can call them such, are going to get raw 
materials abroad, then out allies are not playing fair with us. They 
should be limited to the same extent that we are. This is a joint 
effort for the security of the world. Let us do it that way. 

Mr. McDonoueu. Mr. Chairman. 

Mr. CuHairnman. Mr. McDonough. 

Mr. McDonoven. I just want to make an observation in connection 
with what Mr. Multer is saving. 

We have no jurisdiction over the international materials conference, 
I presume. The international conference is set up by mutual agree- 
ment between some 13 nations, and they are allocating some of the 
essential materials that exist in the various countries, and it seems 
that much of the material that these people are talking about is, with 
the consent of the United States, and as a matter of fact produced in 
the United States, allocated from the United States to these countries 
and instead of using if for defense purposes they are using it for com- 
petitive products against our manufacturers. 

Mr. Mvue.uer. That is right. 
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Mr. McDonovau. Now, the international conference might have 
had good intentions in the beginning, but it is turning out that they 
are not, as you say, Mr. Multer, playing fair with us, and if this 
essential material in these foreign countries should not go into the 4 
defense effort, then we should say through our Congress and through 
legislation that ‘“‘this has to stop or we will not deliver any more 
materials.” That does not only apply to band instruments, but to 
a lot of other products. 

Mr. Mutter. I think to that extent we have jurisdiction over the 
problem of the materials conference, and if those things are not 
being done properly, we should make sure that the control laws are 
written in such a way that they will be done properly. 

Mr. McDonovau. The international materials conference defi- 
nitely did affect our newsprint manufacturing in this country by ‘ 
curtailing the amount of sulfur that could be used in this country | 
for newsprint production, and allowing that sulfur to go on to other 
countries. 

Mr. Wotcorr. Mr. Chairman, wasn’t the Ramsay bill referred to 
this committee? 

The CHAIRMAN. Yes; it was. : 

If there are no further questions, Mr. Mueller, vou may stand 
aside. We are glad you have made your position very clear to the 
committee and we are glad to have your views 

Call the next witness, please. 

The Cierk. Mr. Sanford H. Bolz, representing the Cigarette 
Lighter Manufacturers Association. 

The CuarrmMan. You may proceed. 








STATEMENT OF SANFORD H. BOLZ, ON BEHALF OF CIGARETTE 
LIGHTER MANUFACTURERS ASSOCIATION 


Mr. Boz. Mr. Chairman and members of the committee, my name 
is Sanford H. Bolz, I am an attorney of Washington, D. C., and I am 
appearing on behalf of the Cigarette Lighter Manufacturers Associa- 
tion, Inc. | 3 

This association has no objection to the extension of the Defense 
Production Act and the continuation of materials and price controls 
where they are essential to safeguard the Nation’s economy and pro- 
duction for defense. 

We are not here to oppose but simply to urge certain modifications 
in making that extension that we consider to be of vital concern to our 
industry. As a matter of fact, the association as a group has sup- 
ported and continues to support materials and price restrictions so 
long as they appear to be reasonable and necessary in support of the 
current emergency and defense effort. 

We wish also to applaud and commend the splendid efforts and 
service of Mr. Charles Wilson and Mr. Manly Fleischmann in guid- 
ing and directing the Nation’s mobilization effort. They have acted 
with understanding, foresight, and great devotion, and we believe 
their efforts as a whole deserve the commendation of American 
industry. There is one general defect that we would point to in the 
planning of our mobilization effort to which we shall advert briefly at 
the end of this memorandum, after taking up the particular respects 
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in which we desire to urge modification or amendment in extending 
the Defense Production Act. 

The cigarette lighter industry is beset today by problems which 
threaten serious crippling of the industry and its production and 
consequently of its continuing ability to have skilled manpower and 
know-now in precision work available for employment when required 
in the Nation’s defense effort. 

In the first place, the industry has had severe cut-backs in the 
quantities of metals allocated to it by NPA. In the first quarter of 
this year it was allocated only 10 percent of its base period use of 
copper, 50 percent of steel, and 20 percent of aluminum. Nickel is 
completely prohibited to lighter manufacturers, even though only very 
small quantities are required and even though it is extremely important 
for satisfactory and durable plating and finishing. These cut-backs in 
civilian production of lighters are complicated and aggravated by the 
fact that the slack in enforced cut-backs has by no means yet been 
taken up by defense contracts, although the industry is capable of 
handling important precision metal and other work in support of the 
defense effort. The quantity of defense contracts held by the indus- 
try, as compared with its civilian production cut-backs, is minimal. 

At the same time that the industry is forced to produce fewer 
lighters with less satisfactory materials because of materials restric- 
tions, it has been made more difficult for us to sell those lighters that 
we can produce because of higher costs and prices. In November of 
last year a new 15 percent manufacturer’s excise tax was imposed on 
lighters, a tax which the industry had never had before. On top of 
that OPS, pursuant to its interpretation of the Herlong amendment, 
subsequently allowed the pyramiding of this tax by wholesalers and 
retailers, to whom the manufacturer was allowed to pass it on, by 
permitting them to take their regular mark-ups on the tax as well as on 
their other costs. 

The result is that a lighter which retailed for $10 before November 
and on which the manufacturer’s tax is generally 75 cents, instead of 
selling for $10.75 at retail, now sells for $11.50. 

Thus quantity and quality of production, demand, and sales are 
all down, and prices and problems are up. 

But that isn’t all. Extremely liberal tariff concessions were made on 
lighters by the United States as a result of the recent Torquay tariff 
agreements. In fact, the tariff was cut in half, from 110 percent to 
55 percent. As a result there has been unleashed on the domestic 
industry, already reeling from the blows described above, a flood ot 
cheap foreign-made lighters particularly from Japan that not only 
make liberal use of materials like nickel and copper that are either 
denied to the domestic industry or severely restricted to it, but on top 
of that deliberately copy with inferior workmanship and quality well- 
known American makes and offer them to the American public at a 
fraction of their price as “Copies of famous nationally advertised 
lighters—69 cents.”” The irony of all this is at least amusing, but our 
manufacturers find it hard to laugh it off. It would be hard indeed to 
find a better case of downright gall or a worse example of biting the 
hand that feeds you. 

Perhaps it is well to make it clear at this point that the association 
does not protest the individual reasonableness of each of the govern- 
mental actions involved, taken separately. 
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Materials restrictions are necessary for defense production. In- 
creased excise taxes are sources of necessary added revenue. 

Tariff concessions are intended to enable friendly countries to earn 
dollar credits and to that extend lessen their dependence on United 
States aid. But it cannot be overlooked that each individual action 
compounds the previous one and the interaction of one upon the 
other may make the whole greater than the mere sum of its parts. 
Our complaint is against the combined visitation of all these indi- 
vidually sweetly reasonable adverse factors upon one small industry 
at one time, and our fear is that we shall be killed by kindness and 
reasonableness. 4 

In our view this all adds up to a very urgent need for some sort 
of relief from this unreasonable combination of reasonable restrictions. 
I think it is abundantly clear from this description of the difficulties 
bedeviling the industry that this is a perfect and meritorious case for 
just the kind of relief designed to be afforded by H. R. 6843, the 
Ramsay amendment. As you know, this bill would allow the Presi- 
dent to limit imports of articles or products containing materials 
under allocation here to 50 percent of the average annual imports 
thereof during 1947-48 and 1949, upon the request of a substantial 
portion of the American producers of the article or product in ques- 
tion, a public hearing before the Tariff Commission, and a report of 
the facts by the Commission to the President. 

I might point out at this point the language of H. R. 6843 which 
may clear up one question that the chairman asked. 

This bill, H. R. 6843, has nothing whatever to do with restricting 
in any sense the importation of any raw material whatever, strategic 
or otherwise. The language of the bill speaks in terms of priorities 
or allocations operating to limit the production of articles or prod- 
ucts produced in the United States, and when that situation is 
present it allows the President to limit the importation of any article 
or product, in the manufacture or production of which such raw 
material is used, to 50 percent of the average 1947—49 annual imports. 

Moreover, lest there by any question whatever that any of the things 
that would be limited to 50 percent of their average annual imports 
here, would in any sense, whether manufactured or raw, be helpful 
to our defense program, there is a further proviso and safeguard in the 
Ramsay bill, that makes it necessary, before this limitation can be put 
into effect by the President, that the Secretary of Defense must not 
have certified to the President that the American production of such 
article or product is insufficient to supply the essential defense needs 
therefor. 

So on both scores, the fact that it does not apply to raw materials, 
and the fact that even to the extent that it applied to manufactured 
products, there is necessary, before this prohibition can be put into 
effect, a certification by the Secretary of Defense that nothing is going 
to happen to the defense program as a result of this limitation. 

Mr. Brown. In your line of business you have to use some nickel 
and some copper, do you not? 

Mr. Bouz. We do have some copper. In the second quarter we had 
25 percent of the base period. We have no nickel whatever although 
we need it. 

Mr. Brown. And vou cannot find any substitutes for those 
materials? 
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Mr. Boz. Not for nickel. We have converted to a verv large 
extent from the use of ¢ opper to the use of steel. So much so that we 
are getting along. We got along 1 in the first quarter on 10 percent of 
copper, and in the second on 25 percent. 

There are increasing production difficulties with using a hard 
material like steel instead of a soft material like copper, but the 
industry is quite prepared to face those and we have faced them. 

But things like nickel are terribly essentiai, particularly in things 
like butane lighters and others where you have got the possibility of 
seepage and where you need very important portions of nickel to 
close that possibility. 

Moreover, those of you who may have purchased some lighters 
made of steel recently, know that the plating is by no means as 
satisfactory or durable as it used to be and that is because we cannot 
get the undercoating of nickel that will allow us to do a satisfactory 
job of coating that steel so that it will do the job of lasting as they 
used to. 

The CuarRMAN. Do you use aluminum? I thought you mentioned 
that. 

Mr. Bouz. We do make use of some aluminum, but in rather small 
quantities. 

The Cuarrman. You do not have any trouble in getting what you 
want of that? 

Mr. Bouz. We have managed to get pretty much what we want in 
aluminum. Our principal difficulty is copper, and at the moment, 
nickel. We get no nickel whatever. It is absolutely prohibited in 
the manufacture of lighters, even in the almost infinitesimal quantities 
that would be needed for this particular industry. 

We respectfully submit that there could be no clearer case than the 
one [ have outlined for this industry that would merit this type of 
relief, and, I might add, no type of relief that we can think of that is 
better or more reasonably adapted to allevi iating our problem while 
at the same time not shutting off foreign competitors completely from 
dollar earnings in the American market. Accordingly, the Cigarette 
Lighter Manufacturers Association fully endorses H. R. 6843, the 
Ramsay bill, and strongly urges the committee to adopt it as an 
amendment to the extension of the Defense Production Act that will 
provide equitable relief for the problems of our particular industry 
without contravening broad national policy and interest. 

I want to be sure ‘to cover one important question that may occur 
to the members of the committee in this connection and that is whether 
the so-called escape-clause procedure of the Trade Agreement Act does 
not already afford the industry sufficient protection on its principal 
problem—the flood of cheap foreign simulations of American lighters 
as a result of the tariff reduction. 

As you know, that procedure provides a means of having a tariff cut 
restored where serious injury to a domestic industry is caused or threat- 
ened by increased imports. Theoretically it would appear to cover our 
problem. In practice, however, it will be virtually impossible in pres- 
ent circumstances to sustain the burden of proof necessary to secure 
such action. 

As established by Congress in its extension last vear of the Trade 
Agreements Act, that burden is to show that the serious:injury to the 
domestic industry is the “result”’ of the tariff eut. 
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And certain recent decisions of the Tariff Commission, in cases 
where materials for the domestic industry are under allocation, make 
it impossible to establish to the satisfaction of the Commission that 
the admitted serious injury is the result of the tariff concession rather 
than the result of materials restrictions. For they appear to hold that 
where the domestic industry is producing all that it can make with the 
materials allocated to it, it cannot contend that serious injury to its 
production and sales are the result of tariff concessions rather than of 
decreased production due to lowered materials allocations. And it is 
indeed true that it would take a magician in such cases to untangle the 
‘auses and determine which is really the proximate cause of the injury 
to the industry. At the same time, of course, this approach totally 
ignores the truly irreparable injury to the domestic manufacturer 
from invasion of at least 50 percent of his normal market by imports, 
even if it results chiefly or solely from materials restrictions alone. 
For the fact remains that the loss of part or all of that portion of his 
market may turn out to be permanent when the emergency ends and 
restrictions go, unless some protection is given in the meantime against 
increased imports. 

It is one thing to lose a market temporarily. It is quite another 
thing to have somebody invade that temporarily lost market and make 
it a permanent loss. 

Mr. McDonovucu. What do you find in your business as to the 
public acceptance of these foreign-made qualities that are of less 
quality and not put together as well and wear out quicker? 

Mr. Bouz. Well, Mr. McDonough, it is a little too early to tell. ; 
There has not been long enough time for people to see that these 
things are not going to last and be durable the way American-made 
lighters are. 

They are extremely good imitations. A colleague of mine has some 
limitations and the average buyer is not going to be able to detect the 
difference when he goes to buy them. 

Moreover, with the economic situation as it is today, with our 
costs of labor and production rising, with our having to put lighters on 
the market ranging in price anywhere from $3 to $10 or $15, depending 
on the size, and with a Japanese imitation coming onto the market 
and advertising it ‘looks and works exactly like nationally advertised 
lighter, 89 cents,” it is a tremendously big attraction no matter how 
bad the article may be after a year or so of use, to buy that rather than 
to invest the $7.50 or the $10 required to buy a good American lighter. 

The CHarrMan. Proceed to finish your statement. 

Mr. Bouz. The point that I have just made, that this temporary 
loss of the market, whether due to tariff concessions or materials re- 
strictions, or both together, may become a permanent loss, if we allow 
the domestic market to be invaded to unlimited degree by foreign 
manufacturers, and that is the crucial point facing domestic manu- 
facturers and that is why escape-clause proceedings offer no practical 
relief, and why the presumption of injury from imports while domestic 
production is subject to allocations and generally limited to 50 percent 
or less of normal production, as in the Ramsay bill, is the only feasible 
and fair approach to our problem. We would add one further general 
comment on the defense production program. As mentioned at the 
outset of this memorandum, in addition to the particular problems of 
our industry set forth above, the one glaring defect which we see in 
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our mobilization program is the failure to coordinate cut-backs in 
civilian production with early taking up of that slack by defense 
contracts. If the theory of cutting back civilian production for 
defense production is sound, then within limits those who are cut back 
on their civilian production and who are capable of participation in 
the defense effort, in theory, ought to receive defense contracts that 
will in substantial part at least take up the slack caused by civilian 
production cut-backs. This is not happening in fact in our industry 
and in many others, and we wish respectfully to point out that im- 
mediate urgent attention should be given to the problem of meshing 
decreases in civilian production with increases in defense contracts. 

In conclusion, the Cigarette Lighter Manufacturers Association 
therefore respectfully urges this committee, in reporting on H. R. 
6546 extending the Defense Production Act, to incorporate as an 
amendment thereto H. R. 6843, the Ramsay bill, to place reasonable 
limitations on imports of products made from allocated materials. 
It is our earnest and considered plea to the committee that such an 
amendment is urgent to our industry if it is to be able to preserve its 
plant and skilled manpower resources, not alone for the continuation 
of its normal production after the emergency is over, but for the 
important role it can play right now in metal and other. precision 
work in support of our defense effort. 

We believe that the considerations set forth above reflect our legi- 
timate concern for the safeguarding of our industry without in any 
way contravening the broader considerations of national policy that 
must be served in our defense effort and in our international trade 
and relations. We know that the committee and the Congress will 
be in sympathy with that kind of approach. While both necessary 
restrictions on the use of materials and legitimate tariff concessions 
to friendly countries to enable them to earn necessary dollars are 
important national considerations, neither alone nor both together in 
the present national situation must be allowed to present a threat of 
crippling injury to domestic industry or to overweigh the civilian and 
defense production value that it has to our own economy. We know 
that this is not the intention of Congress, and we sincerely trust that 
the combination of materials restrictions and tariff concessions will 
not be allowed to continue as they are to achieve the same unintended 
result. : 

The CHatrMan. What, percentagewise, has your production been 
reduced by reason of allocations and priorities? 

Mr. Bouz. Certainly 50 percent, sir. Our best allocation, normal 
base period use, is 50 percent of steel. 

In the first quarter we got 10 percent of copper, which was a body 
blow. Some could not survive. They had to get and did get some 
spot assistance when they were able to show they were going to go 
out of business, with 10 percent of copper. 

In the second quarter we got 50 percent of steel—that is tops—25 
percent of copper, and 30 percent, I believe, of aluminum. No 
nickel whatever. 

So that we are producing, on that basis, less than 50 percent of what 
we were producing in the base period. 

The CuarrmMan. Of course all the materials you use are highly 
essential to our national defense, and your industry not being con- 
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sidered essential, and in the interests of national defense, is at a 
disadvantage, is it not, sir? 

Mr. Boz. | would not admit that this industry is not essential to 
national defense. 

The CHaArRMAN. | mean nonessential in the consideration of the 
allocations and priorities. 

Mr. Bouz. Well, I think that in places our allocating authorities err 
when they consider what is essential and what is nonessential. 

In the last war General Eisenhower placed an order for some 3 
million American lighters to be delivered to the Armed Forces overseas 
as a safety measure instead of boys using matches around ammunition 
dumps, they used a safety lighter which automatically went out when 
they dropped it. 

We are continuing to furnish that, and if anybody knows soldiers 
who are in Korea, they know what it means to them to have an 
efficient piece of machinery that is going to give them a light in some 
of the dank and dark places where a match is not going to strike. 

Moreover, I might add, it is not only the manufacturer of lighters 
that we are pleading for. This industry is capable of doing very vital 
precision work in the manufacture of parts for jet aircraft engines, for 
example—not must of which has come our way, I must say. But we 
are capable of doing that and willing to, and we can contribute a great 
deal to the defense effort. 

But we cannot do that if foreign invasion of our legitimate and nor- 
mal market for lighters is going to make it impossible for us to keep 
intact the teams of skilled manpower essential to do that precision work, 
and the plant investment and know-how that we have got, that we 
can keep available for more urgent defense work, when the national 
interest is not in favor of our making our normal civilian product. 

The CuarrMan. To what extent have you sold vour product to the 
Government? 

Mr. Bouz. In the last war, to a very large extent. 

The CuarrmMan. Now? 

Mr. Bouz. Currently, we are not, to my knowledge, selling very 
much of the product as such to the armed services. 

That is, Government procurement. There is some sale to Govern- 
ment PX’s, and so forth, for sale to private individuals who are in the 
armed services. But that is not by any means, sir, taken up, or given 
us back, the cut-back in our civilian business, that has been enforced 
by materials production. 

We do not get, for that kind of business, a hundred percent of the 
materials necessary to make them. We have still got to get along on 
our regular allocations. 

The CuatrmMan. All the PX’s carry them, do they not? 

Mr. Boz. A great many do, I suppose, yes, sir, but this is not an 
increase in business that can be thought of as overweighing the cut- 
back. This is done out of our normal business. 

The Cuairman. This is but temporary legislation. It will not solve 
your problem. 

Mr. Bouz. It is awfully important for us to be saved from being 
temporarily dead. The time between now and the time when this 
temporary period is over, may result in the death of some of these 
small companies. It is no answer to us to say that when this is all 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 425 


over—and God knows how long it is going to take before it is over— 
“You fellows are going to be able to get back on a normal scale.” By 
that time some of us may be out of business and it will not be much 
help and those of us who are not are going to face a situation where 
that portion of our market of which we have been legitimately de- 
prived for the defense effort, has been invaded by a foreign competitor 
and we are going to have to oust him. 

In a normal competitive situation, as Mr. Multer suggested a little 
while ago, we have no fear. We are not asking for the kind of coddling 
or protection that is going to save us from competition by anybody 
anywhere in the world. But this is not a normal market. This is the 
kind of situation where you are inviting people to go in and take over 
permanently the markets that you are temporarily depriving us of 
in the name of the defense effort. 

The Cuatrman. Will you not need that even in normal times, as 
against competition of Japan? 

Mr. Bouz. We never had it. 

The CuarrMan. What effect did that competition have on the 
production of your product? 

Mr. Bouz. Let me say this, Mr. Chairman, in normal times we had 
a tariff of 110 percent on Japanese lighters. We were able to compete 
in that situation. 

Now when you cut the tariff in balf, and at the same time allow 
the Japanese to use nickel and copper, that make their lighters look 
pretty good, when we have got to sweat like the devil to make ours 
look decent, and they can come in with their low prices as a result of 
the unbelievably low scale of wages that they pay to their labor over 
there, and sell what looks and appears to be a Ronson or a Zippo or 
an ASR lighter to the public at 69 cents instead of $7, that is the kind 
of competition that is pretty hard to withstand. 

Nevertheless, in normal times, I am quite prepared to say that we 
are not asking for that kind of protection. If we cannot survive in 
normal times then it is our duty to go to the Tariff Commission and 
prove to them that the serious injury results from tariff concessions. 

But under the Wood Screw case, we cannot do that while the emer- 
gency period of allocations is on. 

The Cuarrman. Your industry, you think, could be converted into 
a defense industry? 

Mr. Bouz. I know it has, sir, to the extent that we have been able 
to get contracts. We do not get any primes, but we have gotten some 
subcontracts 

The CHatrman. What efforts have you made to convert? 

Mr. Bouz. I know in the case of the largest manufacturer, a separate 
department has been set up and a number of employees allocated 
purely to the procurement of defense contracts, and to date, the 
measure of the defense contracts that they have been able to get, by 
very careful efforts, has been infinitesimal compared with the cut-back 
in their civilian production. There is no lack of effort. It is a prob 
lem, here, of managing to persuade the defense procurement authorities 
that people who make lighters, and who have essentially small plants, 
are really able to do the kind of job in the defense effort that is required. 

Some of the companies last time made certain portions of metal for 
aircraft. This ,time some are making pieces for assembly into jet 
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aircraft engines. But there just is not enough at the present time by 
any means to begin to take up the 50 percent or greater cut-back in 
civilian production that we have been hit with. 

The CHarrMAN. I may say that I feel personally—and I think 
the committee would feel—that we ought to preserve the small 
industries. That is the basis of our prosperity, and we cannot stand 
by and see them destroyed, and I think the defense agencies ought to 
give you every opportunity to convert, under favorable circumstances. 

Mr. Brown. I want to stress one thing. I can see that a lot of 
your expert employees will go into other lines of business, and later 
on it will be impossible to get them back, is that not true? 

Mr. Bouz. Quite right, sir, and that is particularly important. in 
this industry, because our manpower, that has to do, as you can see 
from the size of the product that we produce, very close, skilled, pre- 
cision work, are trained as teams, and when you lose one or two, your 
team is shot until vou train another fellow to fill in. 

Mr. Berrs. The Government is not purchasing any of these im- 
ported products, is it? 

Mr. Bourz. I do not know the answer to that, sir. I do not know. 
Some of our PX’s abroad, I understand, are offering foreign-made 
lighters. 

The Cuarrman. If there are no further questions, you may stand 
aside. We are glad to have your views on the subject. 

Call the next witness, Mr. Clerk. 

The Cierk. John Schreiber, representing the Eastern States Retail 
Solid Fuel Conference. 


STATEMENT OF JOHN SCHREIBER ON BEHALF OF THE EASTERN 
STATES RETAIL SOLID FUEL CONFERENCE 


Mr. Scurerper. Mr. Chairman and members of the committee, 
my name is John Schreiber. I am secretary of the Eastern States 
Retail Solid Fuel Conference, an associgtion of associations that 
represents on a national scale approximately 5,000 retail coal dealers 
who operate in the primary anthracite burning territory, namely New 
England, New York, New Jersey, Pennsylvania, Delaware, and 
Maryland. 

In amending the Defense Production Act, Congress evidently 
intended to give relief to all industry when it adopted the Capehart 
and the Herlong amendments. While OPS has interpreted the Cape- 
hart amendment as applicable to manufacturers and the Herlong 
amendment as applicable to retailers and wholesalers, it denies relief 
to retail solid fuel dealers on the ground that they have customarily 
operated on a dollars-and-cents margin rather than on a percentage 
mark-up. 

OPS maintains that our industry is on a dollars-and-ceats margin 
basis and that therefore the Herlong amendment does not apply to 
us. Whether or not we are on a dollars-and-cents margin or on a 
percentage mark-up basis is not the issue. The issue is whether 
under the Herlong amendment OPS has the right to deny relief to any 
industry on that ground. 

Before the Senate Banking and Currency Committee I said the 
following: 


Our contention is that Congress intended to give relief to all industry. Cer- 
tainly it is inconceivable that Congress intended to pick out for relief only our 
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wealthiest manufacturing corporations like General Motors and Chrysler or the 
largest department stores in the country and deliberately deny that relief to the 
depressed retail coal industry simply because some of them operated on a dollars 
and cents margin instead of a percentage margin. Yet that is what OPS says. 
It maintains that the Herlong amendment applies only to that segment of the 
retail and the wholesale industries which customarily through the years spoke of 
and referred to their margins or mark-ups as a percentage mark-up rather than a 
dollars-and-cents margin. How absurd. Every dealer who operates on a dollars- 
and-cents margin is also operating on a percentage margin. His dollars-and-cents 
margin is not absolute. It changes with the seasons as do his percentage margins. 
‘To assume that Congress felt that if you referred to your margin percentagewise 
you were in need of and entitled to relief, whereas if you referred to it dollars-and- 
cents wise you were not, is preposterous. We respectfully submit that by this inter- 
pretation OPS is thwarting the will of Congress and is in effect deliberately vetoing 
the act of Congress. 

The Senators present appeared to agree with me for Senator 
Capehart moved that Governor Arnall be requested to advise the 
committee why the Office of Price Stabilization refused our industry 
relief under the Herlong amendment, and the motion was carried 
unanimously. Thereafter, and by letter dated March 15, 1952, 
addressed to Senator Maybank as chairman of the Senate Banking and 
Currency Committee, Governor Arnall gave his reasons as to why the 
Office of Price Stabilization refused our industry relief under the 
Herlong amendment. Subsequently, Governor Arnall submitted a 
memorandum on March 21, 1952 to the committee with respect to the 
coal dealers in further elaboration of his position. 

Whether or not the coal retailers, industry-wide, are today on the 
basis of a fixed dollars and cents margin or on the basis of a percentage 
mark-up is an open question. Certainly neither basis is universal 
among the coal dealers and certainly there has been no set dollars-and- 
cents margin. Governor Arnall says in his memorandum of March 21: 

The average price of coal at wholesale increased by $1.11 per ton from 1946 to 
1947 and the average retail price by $2.04. On the other hand, from 1948 to 1949, 
the wholesale price increased by 55 cents and the retail price by only 43 cents. 

This data was submitted to support his poimt that “retail dealers 
generally have not operated on a percentage mark-up basis.”’ 

It was indicative— 
he said— 


that coal retailers have not added a determinable percentage mark-up to the cost 
of coal. 

But this data is just as conclusive that they do not operate on a 
determinable dollars-and-cents margin. By determinable he can only 
mean fixed because every margin, percentage or dollars and cents, can 
be determined. Governor Arnall bases his conclusion on the fact 
that the varying fluctuations rule out a fixed percentage mark-up. 
That is true. But they also rule out a fixed dollars-and-cents margin. 
That too fluctuated. As a matter of fact, as we show later, our gross 
profits per ton resulted in a much more uniform percentage mark-up 
basis than a dollars-and-cents margin basis. 

In his letter of Mareh 15, Governor Arnall says: 

For example, suppose the cost of a commodity had risen to four times its 
pre-Korean level. If distributors of this commodity who had customarily used a 
dollars-and-cents margin, were not to be given a percentage margin in fixing the 


sales price they would get four times the dollars-and-cents margin which they 
received before Korea. 
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These hypothetical figures are, of course, correct, but the inference is 
altogether misleading. He fails to point out that if an item cost $1 
before Korea and a distributor operating on a percentage margin 
had a 25 percent mark-up, and therefore sold it for $1.25, and that 
item increased in cost to four times its pre-Korean level, the dis- 
tributor’s mark-up would then be $1, or four times the amount which 
he received before Korea. 

Accordingly, Governor Arnall’s premise for differing treatment 
because of the possibilities of a windfall in the one instance and not 
in the other, falls flat on its face. But why delve in the realm of 
hypothesis? Let us deal with facts. As an example, let me give you 
the dollars-and-cents margins and percentage mark-ups of one coal 
dealer as shown in exhibit A hereto attached. (See p. 431.) 

You will notice that from July 1, 1946, to October 8, 1951, his 
dollars-and-cents margin increased from $4.13 a ton to $6.25 a ton, or 
more than 50 percent, while his percentage mark-up increased from 
29.31 percent to 32.25 percent, or less than 3 percent. The figures 
show a steady increase in the dollars-and-cents margin while the 
percentage mark-ups are relatively stable. 

Let us further examine these figures. The dollars-and-cents margins 
range from a low of $4.04 a ton to a high of $6.64, with an average of 
$5.40. The percentage mark-ups range from a low of 29.04 percent 
to a high of 37.18 percent, with an average of 32.41 percent. 

It is obvious that the fluctuations in the dollars-and-cents margins 
are considerably greater than those in the percentage mark-ups. 
Neither is fixed. But since every coal dealer is operating either on a 
percentage mark-up or a dollars-and-cents margin, and we must 
choose between the two, we respectfully submit that these figures are 
conclusive that such a coal dealer is operating on a percentage 
mark-up. 

Governor Arnall’s letter says that— 

the hearings and debates on the Herlong amendment indicate that its principal 
objective was to preserve historical mark-ups and pricing practices for whole- 
salers and retailers. 
It seems strange that no mention was ever made by the Office of 
Price Stabilization to our industry of this point and that it was 
presented by Governor Arnall for the first time to the Senate com- 
mittee, at least so far as our industry is concerned. The original 
Defense Production Act of 1950, section 402 (g), which is still oper- 
ative, says: 

The powers granted in this title shall not be used or made to operate to compel 
changes in the business practices. 

While it is true that the Office of Price Stabilization cannot compel, 
it may permit; so that in actual fact if an industry was willing to 
accept a change in the business practice in order to obtain relief there 
would be nothing to prevent OPS from making a change. 

But even more important, the interpretations of our laws are based 
on precedent. Section 402 (g) is lifted practically word for word from 
section 2 (h) of the OPA Act. OPA had definitely held that our 
industry had operated up to that time on a dollars and cents margin 
basis, yet as I will show you later, when Congress in 1946 directed a 
percentage mark-up it permitted an increase of 30 cents a ton in an- 
thracite leaving it to the dealers whether they wanted to accept it or 
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not. And accept it, they all did. A good many went further. 
They changed their dollars-and-cents margin to a percentage mark-up 
basis. 

Another argument of Governor Arnall’s was that— 
testimony had indicated “need for maintenance of the May-June 1950 margins 
of profit to retailers operating on a percentage discount or mark-up basis’’— 
and in support of this statement he referred to the report of the 
Senate Banking and Currency Committee, Senate Report 470, 
Kighty-second Congress, first session, page 15. 

Taken out of its context that statement might plausibly be held to 
infer that Congress was concerned only with retailers operating on a 
percentage discount or mark-up basis. If we turn to page 15 referred 
to-by Governor Arnall in the Senate Banking and Currency Com- 
mittee report we see a paragraph headed ‘Retailers’ margins of profit”’ 
and that paragraph reads as follows: 

Your committee received testimony on need for the maintenance of the May— 
June 1950 margins of profit to retailers operating on a percentage discount or 
mark-up basis. The Defense Production Act in its present form now requires 
that due consideration be given to margins, among other factors, and your com- 
mittee expects that such consideration will be given in establishing ceilings. 
Where the retailer’s expenses, in the form of commissions and the like, go up with 
the cost of the product, consideration must, of course, be given to these increases 
in costs incidental to the primary increase in costs. 

It is plain that what the report says is not that testimony had indi- 
cated the need, etc., to retailers operating on a percentage discount or 
mark-up basis but simply that the committee had received testimony 
on that point. But reading the entire paragraph it seems plain that 
Congress was interested not only in protecting distributors’ current 
margins, whether dollars-and-cents margins or percentage discount or 
mark-up, but to make certain that OPS give consideration to increases 
in cost incidental to the primary increase in costs. But what has 
OPS done? Instead of protecting our margins it reduced them by 14 
cents a ton for almost 6 weeks before it permitted a pass-through of last 
summer’s freight-rate increase. Currently the coal dealer is compelled 
by OPS to absorb on his steam sizes the freight-rate increase of 20 
cents a ton that went into effect on May 2. 

The President of the United States, in his message to Congress of 
February 11, said: 

The Herlong amendment guarantees pre-Korean percentage mark-ups to whole- 
salers and retailers. 

The President certainly meant all retailers else he would have quali- 
fied his statement. But he did not. He made it all-inclusive regard- 
less of how that percentage margin was arrived at, whether by a per- 
centage mark-up or of a dollars-and-cents margin. 

This is what the Herlong amendment says in part: 

No rule, regulation. order or amendment thereto shall hereafter be issued 
under this title, which shall deny to sellers of materials at retail or wholesale 
their customary percentage margins over the costs of materials during the period 
May 24, 1950, to June 24, 1950. 

Again let us look to precedent. The Herlong amendment is 
similar to the amendment of the wartime Price Controls Act which 
Congress passed in 1946. This amendment read as follows: 

In establishing maximum prices applicable to wholesale or retail distributors, 
the Administration shall allow the average current cost of acquisition of any 
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commodity, plus such average percentage mark-up as was in effect on March 
31, 1946. 

Please note the words “percentage mark-up’—no mention of 
dollars-and-cents margins. 

Yet OPA, which certainly was never regarded as having adopted 
a soft policy toward industry, did not look for a technical evasion 
as OPS now does but accepted the will of Congress and immediately 
translated the then existing dollars-and-cents margin of the retail 
coal industry into a percentage mark-up despite the fact that the 
industry then was almost wholly on a dollars-and-cents margin basis, 
and promptly gave the dealers the relief directed by Congress. OPS 
should have done likewise. Again OPS has ignored precedent. 

It is a matter of record and certainly requires no proof, that the 
retail solid fuel industry is in a most depressed condition. OPS, 
itself, admits it, for in its statement of considerations accompanying 
its order of October 3, 1951, permitting dealers to pass along increased 
freight costs, OPS said: 

Office of Price Administration surveys in the period 1942-46 disclose that the 
industry operated at a loss on an over-all basis during the period of 1936-39, that 
the net profit margin of the industry in 1941 was 7 cents per net ton, and that the 
net ton profit position in 1945 was 18 cents per net ton. The Office of Price 
Administration found it necessary and provided in its Maximum Price Regulation 
122, applying to the retail coal industry, to permit the retail coal industry to add 
to retail maximum prices all mine maximum price increases and freight-rate 
increases made effective during the OPA period. 

Information presently available indicates that the retail coal industry has 
continued in a depressed financial condition. The absorption of the 2 percent 
or 6 cents per net ton increase would have the effect of forcing a substantial 
number of retail coal dealers to operate at a loss and to reduce profit margins to 
the vanishing point to a further substantial group of coal merchants. It is clear 
that in every case the 2 percent or 6 cents per net ton freight-rate increase is an 
amount which constitutes a very substantial percentage of the entire net profit 
per ton earned by the retail coal industry. The Director is convinced that in 
the case of this particular industry it would be inequitable to compel the retail 
coal industry to absorb the amount of these freight-rate increases. 

The situation in the industry is getting progressively worse. Through 
out the industry, union contracts have been renewed at substantial 
increases in labor costs up to the very limits permitted by the Wage 
Stabilization Board. In New York City, I dare say that 95 percent 
of the coal dealers are operating at a loss. No wonder, since their 
tonnage in antrhacite has shrunk from 10,000,000 tons per year to 
less than 5,000,000 tons per year in about 5 years. 

Certainly ours was an industry that had every right to feel that 
the Herlong amendment was passed to give it relief. To cap this 
gloomy picture, OPS is now, as I said a moment ago, compelling the 
coal dealer to absorb the 20 cents a ton freight rate increase on his 
steam sizes of anthracite that went into effect May 2. 

The irony of it is that the fuel-oil dealer has an automatic pass- 
through of all freight-rate increases. It is hard to believe but it 
nevertheless is a fact that the Fuel Division of the Office of Price 
Stabilization treats two competing industries in as discriminatory 
manner as it is possible to do so. The fuel-oil dealer whose business, 
as everyone knows, is steadily increasing, is permitted an automatic 
pass-through of freight-rate increases while the coal dealer, whose 
business as everyone knows, is steadily declining chiefly because he 
is losing it to the fuel-oil dealer, has to absorb the freight-rate in- 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 431 


creases until his fervent pleas for relief backed up by facts and figures 
finally induce the Office of Price Stabilization to see the light. 

In conclusion, our position is that if the interpretation given to the 
Herlong amendment by OPS is to be considered as correct, then the 
amendment is definitely discriminatory and should in all fairness be 
changed by adding the words “whether expressed in dollars and cents 
or percentagewise”’ after the words “customary percentage margins” 
and before the words ‘over the costs of the materials * * *” in 
section 402 (k) of the Defense Production Act, or in the alternative 
Congress should in its report make it clear that the Herlong amend- 
ment is intended to apply to all retailers and wholesalers, not only 
those who speak of their mark-up as percentage mark-ups, but also 
those who speak of their mark-ups as dollars and cents margins. 

Mr. Chairman, may exhibit A to my statement be included in 
the record? 

The CHarrMan. Without objection, it may be done. 

(The information referred to is as follows: ) 


Exuipit A.—Comparison of anthracite margins at date of price changes—stove size 
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The CuairMan. Thank you for your statement. I am sure the 
committee will give consideration to your views when we consider the 
bill. 

Mr. Scureiser. Thank you. 

The Cuarrman. Are there any questions? 

If not, you may stand aside. 

I believe there will probably be a roll call in the House very shortly. 
We have two more witnesses, and I would like both of them to have an 
opportunity to be heard before we adjourn, and I hope they will make 
their statements as short as possible in the interests of conserving time. 
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Call the next witness, Mr. Clerk. 

The CLerk. The next witness is Mr. Clarence D. Todd, genera! 
counsel of the Contract Carriers Conference. 

The CHarrmMan. You may proceed, Mr. Todd. 


STATEMENT OF CLARENCE D. TODD, GENERAL COUNSEL, CON- 
TRACT CARRIER CONFERENCE OF THE AMERICAN TRUCKING 
ASSOCIATION 


Mr. Topp. Mr. Chairman and members of the committee, my 
name is Clarence D. Todd. I represent the Contract Carrier Con- 
ference of the American Trucking Association. This organization 
represents the interests of small-business men who are engaged in 
transporting property under contract by motor vehicle. 

While the Contract Carrier Conference is affiliated with and is a 
part of the American Trucking Association it is a separate corporate 
entity, having as its purpose the fostering of the best interests on 
contract motor carriers. Contract motor carrier transport property 
for hire under individual contracts or agreements and do not hold 
their services out to the general public. Those carriers of this class 
who transport property in interstate or foreign commerce are regu- 
lated by the Interstate Commerce Commission pursuant to the pro- 
visions of the Interstate Commerce Act. 

Those who transport property in intrastate commerce are generally 
regulated by a State commission pursuant to State law. Under the 
Interstate Commerce Act and the various State laws only the mini- 
mum rates and charges of such carriers are regulated. Such regula- 
tion has been imposed to protect common carriers from unfair com- 
petition. In addition to the rate regulations imposed contract motor 
carriers are subject to the same or similar franchise, accounting, safety 
and other requirements as are imposed upon common carriers. In 
addition to all of this regulation the contract carriers is subject to the 
General Ceiling Price Regulation imposed by the Office of Price 
Administration. It is our position that no useful public purpose is 
being served by the continued imposition of maximum price controls 
upon contract motor carriers, and such regulations do nothing but 
increase the cost of Government and impose an undue burden upon 
a group of small-business men. 


1. NO USEFUL PUBLIC PURPOSE BEING SERVED BY REGULATION 


Within the contract motor carrier industry there are two broad 
types of carriers. Those whose services are a substitute for private 
carriage, and those whose services are not. Those whose services are 
used instead of privately owned trucks dedicate one or more vehicles 
exclusively to a particular shipper. Those carriers are in direct 
competition with private transportation. This is the type of service 
used by the large chain stores such as Sears, Roebuck; Montgomery 
Ward; the Great Atlantic & Pacific Tea Co., and the Kroger Co. 
These shippers all maintain large fleets of their own vehicles. 

It is apparent that any carrier serving these companies cannot 
charge rates much in excess of private carriage just so long as these 
shippers may buy motor vehicles, and there are plenty of new motor 
trucks available today. These carriers have a natural ceiling imposed 
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on their services, namely, whatever the shipper would have to spend 
to provide the service with its own vehicles. It must be borne in 
mind that these carriers must get their shippers to sign a written 
bilateral contract before they may increase their charges. Obviously, 
a truck operator with 10 to 50 vehicles in the exclusive service of a 
large corporation under the competitive conditions just described has 
little chance of forcing a large shipper to sign a contract for excessive 
transportation charges. 

The contract carrier who does not dedicate vehicles to a particular 
shipper is in direct competition with common motor carrier and rail- 
road services. These carriers are specifically exempt from the 
Defense Production Act, but their maximum charges are regulated 
by the Interstate Commerce Commission and those State regulatory 
bodies which govern transportation. 

Under these regulations the carriers are only obliged to file with 
the regulatory bodies copies of their tariff showing their increases and 
the same may be charged in 30 days if not suspended. These increases 
are seldom suspended unless a complaint is made and even if a com- 
plaint is made the new rates are not suspended if the carriers are able 
to show a need for additional revenues. 

Except under extremely unusual circumstances common-carrier 
rates are higher than those of contract carriers which is understand- 
able. A shipper to use thi type of contract carrier must sign a bi- 
lateral contract guaranteeing a specified volume of business over an 
extended period of time. When a shipper enters into a contract of 
this nature in lieu of using common-carrier service without such a 
contract, it, of course, expects to and usually does receive a rate 
lower than that maintained by common carriers. These contract 
carriers cannot hope to charge a higher rate than that charged by 
common carriers for the same or a similar service. 

It is apparent that both types of contract carriers have natural 
economic ceilings on their charges without Governmental controls. 
Those who compete with private carriage, the cost of such carriage; 
those who compete with common carriers, the rates of such carriers. 

The volume of freight handled by contract carriers in comparison 
with that handled by other carriers is so insignificant that the rates 
charged by such carriers have no appreciable effect on over-all trans- 
portation charges or the general economy According to the latest 
quarterly report of the Interstate Commerce Commission the class | 
railroads in the United States during the vear 1951 handled 2,790,- 
330,906 ton-miles of intercity revenue freight; all for-hire motor 
carriers during the same period transported 176,796 ton-miles of inter- 
city freight, or a total of 2,967,078,702 for both rail and truck. Out of 
this total contract carriers only transported 20,351,049 tons or less 
than 1 percent of the total Obviously, the rates charged on this 
small portion of the over-all tonnage has no effect on transportation 
charges generally. In fact, the level of rates charged by contract 
carriers has no measurable effect on the price structures of those using 
such services. Most commodities sold by those using contract carrier 
services are priced in relation with railroad rates. Many commodities 
are sold f. o. b. plant with the rail rate added, others are sold on a 
delivered basis, and still others are sold on a freight equalization basis. 
Whether the freight is added, made a part of the delivered price of 
the commodity or equalized, the rail rate is used as a basis. 
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Wherever the contract carrier rate is lower the producer, not the 
consumer, benefits. 

The insignificant amount of traffic handled by contract carriers and 
the lack of direct relationship between prices and contract carrier 
rates makes the rates charged by such carriers of little public interest. 


2. EXISTING REGULATION IMPOSES UNDUE BURDEN ON CARRIERS AND 
CREATES UNNECESSARY GOVERNMENT EXPENSE 


The rates of contract carriers are regulated by the General Ceiling 
Price Regulation, which froze all contract carrier charges at the highest 
rates in effect during the period December 19, 1950 to January 21, 
1951. The contract carriers have always operated on a comparatively 
close margin so that the increased costs made it absolutely essential 
that provisions for relief from the freeze be granted. Such relief was 
finally provided in supplementary regulation 39 to the General Ceiling 
Price Regulation. This regulation in effect permits a price increase 
to bring a carrier’s margin of profit up to that realized during a rep- 
resentative period prior to June 24, 1950. This would seem to be a 
reasonable standard, but the administration of the standard imposes 
a real hardship. 

To obtain a price adjustment the contract carrier must file an 
application which is not too complicated, but, after it is filed, the 
accountants, economists, lawyers, and rate experts of OPS start re- 
questing additional information much of which the carriers do not 
have available, making necessary special studies and audits which 
are both time consuming and expensive. 

Many of the applicants find it necessary to make a trip to Wash- 
ington to confer with OPS officials and in some instances OPS sends 
auditors out to the carrier’s place of business to audit his records. 

In the course of passing upon these applications OPS has established 
certain policies which are entirely unfair. For example, it will not 
permit any price increase which will result in a return of more than 7 
percent of gross operating revenues no matter how high the return 
might have been during the pre-Korean period. But if the carrier 
suffered a loss during the pre-Korean period it is only allowed a 5 
percent return. In some contract carrier businesses a return of 7 
percent or 5 percent is reasonable, in others it is not. This is proven 
by the fact that in 1950 the average return for all contract carriers was 
7, since this is an average some returns had to be above and some 
below. In passing upon price adjustments OPS will not consider the 
prevailing common carrier rates as evidence of the reasonableness of 
a contract carrier adjustment. For example, one of our members 
performs a service as a contract carrier which is directly competitive 
with common carriage. His service is somewhat more expensive to 
perform because of certain extras which are included. His rate is 61 
cents from New York to Philadelphia while his common carrier com- 
petitors charge 90 cents. OPS refuses to consider this 29-cent rate 
differential in determining the reasonableness of the adjustment. 

The entire motor-carrier industry, like most others, has had to 
increase wages paid to drivers, e. g., in the Central States area the 
drivers were awarded an increase of 11 percent and certain fringe 
benefits are now pending approval which will bring the increase to 
15 percent. Contract and common carriers must pay their drivers 
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the’same wages. When this increase comes along the common carriers 
file with the Commission new tariffs effective on 30 days’ notice. If 
no%one complains they ordinarily go into effect. If a complaint is 
filed usually the Commission decides the matter within 30 days and 
they go into effect. Im some cases the increases are suspended and 
the matter is formally litigated, but according to standards which 
differ substantially from those used by OPS. The contract carrier 
must file an involved application for approval of its increase to take 
care of the same wage increase. Usually, a great deal of additional 
information is required which results in delays, studies, and trips to 
Washington. 

To administer this regulation requires a substantial staff of econo- 
mists, lawyers, accountants, and other experts all of which is costly 
to the taxpayers. 

If any useful public purpose were being accomplished it might be 
justified, but with a highly regulated industry which has natural price 
ceilings established by its competitors and with an industry whose 
charges do not affect prices generally it is apparent that price control 
could be abolished without adversely affecting the public welfare and 
at considerable savings to the taxpayers. 

I wish to thank you for this opportunity to appear before you and 
express the views of the industry which I represent. 

Now, Mr. Chairman, I want to give you really what is’ the gist of 
our contention, that it is not necessary for our maximum charges to 
be controlled. 

There are two types of contract carriers, as I stated. There is one 
who is in competition with private transportation. He has anywhere 
from 1 to 25 or 30 vehicles that are used exclusively by 1 shipper. 
This is the type of service that the larger chain stores use to a great 
extent. 

If you would see his trucks on the street, you would think that they 
belonged to the A. & P. Tea Co., or Sears, Roebuck. There is very 
little indication that they are being operated by a contract carrier. 

It seems to us to be obvious that when a small-business man has 
anywhere from 5 to 50 trucks in operation for a large chain store, that 
he is not going to be able to charge them unduly high rates for his 
services. As a matter of fact, that same chain may be employing 
three or four hundred different contract carriers throughout the 
United States, and at the same time, they are operating five or six or 
eight hundred trucks of their own. They know what it costs them 
to operate their trucks, and they are not going to give the contract 
carrier a great deal more for providing the service. That has been 
our experience in handling the problems of these people. 

During World War II these carriers were subjected to rate regula- 
tion by OPA, and in my experience I do not know of one time when 
OPA ever turned down a price increase that one of those carriers 
asked for. And the reason for it is that they have to prove their need 
for the price increase to their customer. They have got to get their 
customer, the Sears, Roebuck Co., or the A. & P. Tea Co. to sign a 
written bilateral contract, and those people are just not going to sign 
those contracts if the carrier is trying to get an unreasonable rate. 
Because if he is, they simply buy their own trucks. It is just as 
simple as that. They buy their own trucks, and they can buy all 
the trucks they want today. 
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There is another type of contract carrier, as I stated, who does noi 
dedicate a specific fleet of vehicles to one customer. He may serve 
five or six different people under contract. His operations are very 
closely alined to those of a common carrier. So his rates can never 
go any higher than those of the common carrier, because if he attempts 
to get a rate higher than the railroad rate, or the common motor 
carrier rate, the shipper simply will not sign the contract, and will 
give his business to the common motor carriers or the railroads. 

And, today, the railroads want more business, the common carriers 
want more business, and they would be very happy to take any of 
the business of a contract carrier who attempts to get, for his services, 
more than his competitor is charging. As a matter of fact, most 
contract carriers have to give their customers a lower rate than they 
can get through common carriage, because the customer has to sign 
a contract, he has to guarantee this carrier a given amount of freight 
every year, and any shipper that is going to sign that contract, who 
has another service on the other hand where he does not have to so 
obligate himself, is going to expect to get some sort of a reduced rate, 
and that is what they do. 

So that the contract carrier has a natural ceiling on his prices— 
the ceiling is either what the shipper could do the work for, with his 
own trucks, or it is the common carrier rate—one or the other. 

Yet we have to go through this procedure that has been estab- 
lished by the Office of Price Stabilization, to have our rates increased, 
which is a tremendous burden, particularly on the small-business men 
who are engaged in this contract carrier line of work. 

In practically every instance, these people have to come here to 
Washington in order to get an increase in their charges. Not only 
that, but it is a burden on the Government. We do not know, of 
course, how much it costs to administer these particular regulations, 
but we do know that OPS has economists, they have lawyers, they 
have rate experts, all different types of experts, in order to handle 
what we consider to be very simple cases, and that must be costing the 
Government a great deal of money. 

If this regulation were taken off the contract carriers, by simply 
including them in the exemption applicable to common carrier, it 
would save the Government a great deal of money, it would save our 
people a great deal of expense and trouble, and it would not be preju- 
dicial to the public interest at all. 

1 thank you very much. 

The CHarrman. Has the Interstate Commerce Commission ever 
had jurisdiction over your rates, the rates of the contract carrier? 

Mr. Topp. They have jurisdiction over our minimum rates. 

The CuarkMan. Have they ever had jurisdiction over the maximum 
rates? 

Mr. Topp. No, sir; they do not have. Under the law, what they 
have jurisdiction over, is a minimum rate, actually maintained and 
charged, so that in most instances, the contract carrier’s rate, that 
he is charging the shipper is under the jurisdiction of the Interstate 
Commerce Commission, because in order to meet that requirement, 
he has to file his actual charges. 

As a matter of fact, there is a case which has just been decided by the 
Supreme Court, which says that where you have just one contract, 
under the Interstate Commerce Act, you must file your actual rate. 
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Now the Interstate Commerce Commission has never said that our 
rates are too high, because, as I have said 

Mr. Mutrer. They never review it as to the maximum. They 
only review it as to minimum. 

Mr. Topp. That is correct. 

Mr. Mvuurer. So it is not fair to say that they have never said your 
rates are too high. 

Mr. Topp. I was just going to point out that the reason they have 
never seid that our rates are too high, is because the litigation before 
the Commission has always been on the question as to whether our 
rates were not unduly low, and therefore, unfair competitively. 

Mr. Mutrer. Would you have any objection to the Interstate Com- 
merce Commission being given the right to fix your rates? 

Mr. Topp. Do you mean the maximum rate? 

Mr. Mutrer. Yes. 

Mr. Topp. We would have no objection to giving the Commission 
that additional jurisdiction. 

Mr. Mutrrr. Would you have any objection to OPS coming in to 
be heard on such applications? 

Mr. Topp. No, sir; we would not. 

The Cuarrman. But you do not have a common rate. I suppose 
when you go before the Office of Price Stabilization, you go there 
with a contract, do you not, a specific rate? 

Mr. Topp. That is correct. 

The Cuairman. They do not pass upon a common rate, like they 
would in the case of a common carrier. They have to pass on each 
specific contract. 

Mr. Topp. For the most part that is true. They have passed upon 
some group rates in very limited circumstances, but ordinarily, as you 
say, it is a speciiic contract, and each case has to be handled separately. 

The CHarkMAN. Have they ever turned down any of your rates as 
fixed by voluntary contract, that you know of? 

Mr. Topp. They have never turned down the adjustment entirely. 
They have required some changes in certain instances. The greatest 
difficulty is the delay, and the additional material—first the lawyers 
want more material, then the economists, then the rate experts, and 
actually, we have got one application that we filed for a client, which 
is a stack of papers 6 inches high, consisting of different additional 
information we have had to get together. 

The CuarrmMan. Are there further questions? If not, we are glad 
to have your views, sir. 

Mr. Topp. Thank you, sir. 

The CuarrMan. Call the next witness, Mr. Clerk. 

The CLerk. The next witness is John T. Kiley, president of James 
Flett Organization, Inc., and executive secretary of the National 
Association of Waste Material Producers. 

The CuatrMan. You may proceed, Mr. Kiley. 
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STATEMENT OF JOHN T. KILEY, PRESIDENT OF JAMES FLETT 
ORGANIZATION, INC., AND EXECUTIVE SECRETARY OF THE 
NATIONAL ASSOCIATION OF WASTE MATERIAL PRODUCERS 


Mr. Kiney. Mr. Chairman and members of the committee, I have 
a very brief statement to make and I would like, if possible, to present 
it, because it goes to the very roots of this question. 

The CHarrman. You may proceed as you wish. 

Mr. Kizey. I will be as brief as I can. 

My name is John T. Kiley and I am the president of the James 
Flett Organization, Inc., Chicago, Ill., and executive secretary of the 
National Association of Waste Material Producers. 

Mr. Woxicorr. Pardon me. How do you produce waste material? 

Mr. Kitey. In the manufacturing process it is inevitable that 
waste material does result, in virtually every manufacturing process. 

Mr. Woxcorr. I can understand how you might process waste 
material, but how do you produce it? 

Mr. Kitey. We produce it in the manufacturing process, in- 
evitably. Cut-offs, borings, turnings, clippings, and that sort of 
thing. 

The CuarrmMan. All manufacturers produce waste material. 

Mr. Kitey. That is correct. 

The CuarrMan. You may proceed. 

Mr. Kitry. Contrary to the accepted belief, the salvage of waste 
materials is one of the most important segments of the national 
economy, and one of the largest raw-material sources for the defense- 
production effort. It also contributes to our conservation of raw 
materials. 

The Bureau of Mines, for example, tells you that 60 percent of the 
production of steel mills comes from the production of waste. 

Also, if we did not have the raw material from industry, we would 
have to use virgin raw materials, and therefore it tends to contribute 
to the conservation of raw materials. 

I am here to suggest three specific amendments to the Defense 
Production Act which I believe are of vital importance, and will mate- 
rially contribute to the Defense Production Act if adopted. 

In order for this committee to properly understand the reasons for 
such amendments, may I digress briefly and describe the pipeline by 
which these raw materials of defense are salvaged and move into pro- 
duction, and our position therein. 

In manufacturing processes of virtually all kinds, waste material or 
scrap naturally results. Therefore, in mentioning waste materials or 
scrap here today, it should be understood that I am talking of all 
waste material, whether it be iron and steel scrap, copper scrap, zinc 
scrap, paper scrap, and the many, many other residuals from manu- 
facturing. Of the 142 tailored ‘regulations issued by the Office of 
Price Stabilization, 11 impose ceiling prices on scrap materials. Of 
course, all other scrap materials are covered by the general ceiling 
price r egulati ion. 

The recovery of the raw materials from scrap can be broadly divided 
into two parts, the significant part being scrap which is industrially 
produced, the lesser part being oc casional se rap as, for example, scrap 
produced in the home, or on the farm, and so forth. Industrial se Tap 
moves in a pipeline from the industrial manufacturer either directly 
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to the steel mills, paper mills, and other industrial consumers, or in- 
directly through a group of middlemen to such mills, or to the ulti- 
mate user. As might be expected and as generally obtains, these 
middlemen buy as cheaply as possible and sell as bigh as possible. 

In 1918, Mr. James Flett conceived the idea that there should be 
someone whose sole and exclusive interest was to advise and instruct 
industry in the proper preparation and delivery of their waste ma- 
terials to insure maximum conservation of the raw material involved, 
and proper revenue for this raw material—a person whose interest was 
coextensive with that of the producer, that is, one who did not trade 
in the material for profit, but acted for the producer exclusively. 

That this idea was shared by other members of industry is demon- 
strated by the fact that the business has, since 1918, become a national 
institution until, at present, it has several hundred of the largest manu- 
facturers in the country on its customer roster, and is servicing over 
one thousand of their plants. 

Some well-known industries are International Business Machines 
Corp., National Biscuit Co., East Ohio Gas Co., R. R. Donnelley & 
Sons Co., and virtually all of the Bell Telephone Cos. across the 
country. 

While, naturally, I can only speak for the industrial producer of 
waste material whom I represent either as the president of the James 
Fleet Organization, Inc., or the executive secretary of the National 
Association of Waste Material Producers, it is inevitable that if you 
gentlemen think well of the amendments here proposed, existing in- 
equities which are detrimental to all industrial producers of scrap will 
be eliminated. 

I feel that the James Flett Organization, Inc., is, by a wealth of ex- 
perience acquired in dealing with the Office of Price Stabilization over 
the past year and a half, well qualified to present these views to your 
committee. Because of the standing in the national economy of the 
customers whom | represent, it has been their constant effort, and our 
constant effort, as their agent, to scrupulously comply with all of the 
requirements of the Office of Price Stabilization. We have had con- 
stant contact with the Office of Price Stabilization, obtaining prices 
under sections 6 and 7 of general ceiling price regulations, in obtain- 
ing interpretations for our various customers, and in keeping on almost 
day-to-day familiarity with the regulations of the Office of Price 
Stabilization. 

I am very happy to say that we have had excellent cooperation and 
a fine relationship, and we know that they are doing their level best to 
accomplish the objectives for which they were formed. Let me further 
say that the decision to put price controls into effect is one made by 
Congress and by the Office of Price Stabilization. We have no quarrel 
with this decision so long as uniformity is observed by the Office of 
Price Stabilization. 

Our only purpose in being here is to see that in those instances 
where our experience has taught us that there is a lack of uniformity or 
existing inequities, that these be corrected. We hope and feel that 
the Director will welcome the amendments which we are suggesting 
because they are bound to be helpful to him. 

Proposed amendment to title VII, section 709, with respect to. 
advisory committees: 
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Section 404 of title IV of the Defense Production Act, as amended, 
requires the President, insofar as it may be practical to— 


* * * advise and consult with, and establish and utilize committees of, 
representatives of persons substantially affected by regulations or orders issued 
hereunder. 

I consider this section to be one of the most valuable sections under 
the Defense Production Act. By the proper use of this section, the 
Director of Price Stabilization should be able to obtain advice from 
every segment of industry before any general or specific price ceilings 
are issued by the Director. It can be readily seen that these various 
segments of the industry are the only ones who are in a proper position 
to discuss the interrelated problems of a price ceiling with the Director, 
so that the Director will have a complete, comprehensive, and exhaus- 
tive picture of the industry he is about to regulate. 

Interestingly enough, the Director recognizes this, and in Price 
Procedural Regulation 2 dealing with the appointment of such indus- 
try advisory committees, the Director has provided in section 5 that 
he shall— 

* * * select the members of each industry advisory committee in a way to 
assure fair representation * * * for different segments of the business or 
industry affected. 

The Director has outlined in excellent fashion the functions of such 
industry advisory committee as being those of providing information, 
advice, and recommendations. 

While the theory is excellent, and the statutory and regulatory 
machinery is perfect, the Director has failed in one of the most impor- 
tant regulations dealing with industrial scrap to observe either the 
statute or his own regulation—CPR-5—iron and steel scrap. 

The advisory committee on which this regulation was written con- 
sisted of 21 members as follows: 13 dealers and brokers in iron and 
steel scrap, 2 consuming steel mills, 3 consuming foundries, 1 associa- 
tion of automobile wreckers, 2 railroads. 

There was not a single industrial producer represented on the 
industry advisory committee since railroad scrap is of a special nature, 
and is not in the industry considered to be industrial scrap. 

There are at least 10 other tailored regulations dealing with scrap. 
We strongly suspect that the same procedure that was followed in 
CPR-5 in the formation of industry advisory committee, was employed 
on these. Regrettably, I cannot make this as a definite assertion 
of my own knowledge because on one of these 10—CPR-—36—used 
steel drums, the make-up of the committee has not been made avail- 
able to me by the Director although it has been requested many 
months ago. 

Because of the Director’s failure to observe his own regulations, 
what happened? 

Without wishing to be critical and taking into consideration the 
final regulation—CPR-5—it is to be presumed that the industry 
advisory committee members made recommendation to the Director 
which were wholly to their liking, and resulted in excessive preparation 
differentials in their favor. These differentials range from 14 to 75 
percent more than comparable differentials during the prescribed 
period under section 402 of the Defense Production Act. This 
clearly constituted a discriminatory roll-back in price against one 
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segment of the industry—the producer—and has made necessary the 
filing of protests to CPR-—5 by our customers, our customers seeking 
the relief to which they are entitled. 

How did this happen? 

A quick glance at the make-up of the advisory committee tells the 
story. There was no industrial producer representative on the 
industry advisory committee to advise the Director as to what the 
differential was during the statutory period which would have averted 
the discrimination. There were, instead, 13 members out of 21 who 
were broker-dealers, and one can only conclude that they must have 
advised the Director in their self-interest, secure in the knowledge 
that there was no one present to refute their advice. 

While section 404 of the act is perfectly clear, and while section 5 
of the Director’s Price Procedural Regulation 2 is perfectly clear 
that all segments of industry shall be represented the statute has 
been emasculated by the provision in section 709, which is: 

No such regulation * * * shall be invalid by reason of any subsequent 
finding by judicial or other authority that such a statement is inaccurate. 

It is my position that the Director should be held accountable for 
failure to comply with the very simple requirement of section 404, 
and, accordingly, I suggest that the regulations may be held invalid 
on judicial review if it shall appear that representatives of persons 
substantially affected were not consulted as required by section 404. 

Proposed amendment to title IV, section 404: 

In order to establish whether the 13 broker-dealer members of the 
industry advisory committee on CPR-—5, section 20, sought, at the 
committee hearings, these excessive preparation differentials, our 
customers who filed the protest against them, sought by subpena 
duces tecum pursuant to Price Procedural Regulation 1, the minutes 
of the meetings of the industry advisory committee meeting insofar 
as they related to the establishment of these excessive preparation 
differentials. The request of the protestants was refused by the Di- 
rector (OPS Docket 1005-2—P) on the ground, amongst others, that 
these records were confidential. There is no statutory ground for such 
action by the Director. The Director endeavored to claim statutory 
immunity under section 705 of the act. An examination of section 705 
and of the Director’s Price Procedural Regulation 2, will disclose 
that the industry advisory committee meetings were not held pursuant 
to the limited authority granted the Director under section 705, and 
that such minutes are not confidential by statute. 

Why should they be confidential particularly when, under judicial 
review, the proceedings of your committee are all a matter of public 
record? Certainly, the members of the industry advisory committee 
and the Director should be open to examination by the courts, at 
least, on judicial review. 

Accordingly, it is my position that title 4 of section 404 of the act, 
should be amended by providing that the records of the committees 
provided for by said section, should be open for examination on behalf 
of a protestant and to examine on judicial review. A proposed amend- 
ment is submitted herewith. 

Proposed amendment to title LV, section 407 (b). 

The James Flett Organization, Inc., has filed a protest alleging 
amongst other things, that the brokerage allowance of $1 a ton under 


97026—52—pt. 1——-29 












442 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





section 19 of CPR-5 violates the intent of Congress in several respects 
under section 401. ‘The act violates the limitations imposed upon th: 
President by section 402 of the act and is otherwise inequitable 

arbitrary, and illegal. 

The Director (OPS Docket 1006-1—P) has handed down an opinion 
denying the relief requested in the protest. It is not my purpose 
here to question or discuss the propriety of the Director’s opinion 
This will be done before the Director by way of a petition for recon- 
sideration, and in the event of the necessity therefor, by way of review 
by the Emer rgency Court of Appeals; but it is my intention to relate 
to your committee a fact which has arisen in connection with that 
decision, which fact, if permitted to stand, would, in effect, deny to 
James Flett Organization, Inc., due process of law. That fact is 
the action by the Director of making findings of fact which do not 
appear in the record at any place except in the Director’s opinion. 
Presumably, these facts have been found under title 4 of section 407 
(b) of the act permitting the President to take— 


* %* * official notice of economic data and otherfacts * * = *, 


I can readily understand why the Director, in promulgating the 
ceiling price regulation and in’ making the statement of considera- 
tions on which it is to be based, must, in view of the emergency 
situation, be freed from the operations of the Administrative Procedure 
Act as provided by section 709 of this act. I can also easily see how 
the Director of Price Stabilization must, in the rendering of his 
opinions, necessarily have a broader scope in determining facts than 
that commonly given to courts under the doctrine of judicial notice, 
but I cannot see why the Director should be permitted, under the 
doctrine of official notice, to find as a fact, or facts, matters which, 
at best, must be matters of private knowledge not even generally 
known or accepted in a trade or industry. These private facts may be 
so far from the knowledge of experience of the protestant, that 
protestant would not even be in a position to file a counteraffidavit, 
and yet, unless the Director is to be limited, such facts might con- 
ceivably be included in the Director’s opinion as true findings of fact 
under the doctrine of official notice. 

Accordingly, I have suggested an amendment which limits the 
doctrine of official notice on judicial review alone to 

* * * (a) economic data and other facts of which Federal courts may take 
judicial notice, (6) economic data and other facts issued by governmental agencies 
or published in newspapers and periodicals, and (c) economic data and other 
facts which may be determined to be of general knowledge in trade or industry. 

If those three amendments, as proposed here in the statement 
that I have made, are adopted, I believe the Defense Production 
Act will be relieved of a great many discriminations and inequities, 
and that it will be stronger and more to the advantage of the Office 
of Price Stabilization itself. 

The CHarrMAN. We will give consideration to your request. I am 
sure the whole matter will be properly investigated by the committee. 

Are there any questions? 

Mr. Berrs. Your objection is primarily to procedural matters 
there, is it not? 

Mr. Kiuey. Well, these amendments set forth the objections, 
procedurally, and not so much procedurally, as I will agree, in ac- 
cordance with the Defense Production Act and its own regulations. 
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It seems that they can interpret virtually as they choose, irrespective 
of your intent, gentlemen. 

The CuarrMan. If there are no further questions, you may stand 
aside, Mr. Kiley, and the committee will adjourn, to meet at 10 
o’clock tomorrow morning. 

(Whereupon, at 12:35 p. m., the committee adjourned, to reconvene 
at 10a.m., Thursday, May 8, 1952.) 

(The following statements were submitted for inclusion in the 
record of the hearing: ) 


SraTEMENT OF O. R. STRACKBEIN, CHAIRMAN, THE NATIONAL LABOR- 
MANAGEMENT CoUNCIL ON FornIGN TRADE POLICY 


This council is composed of some 30 management and labor groups that are 
concerned over import competition. Employment in the represented industries 
is well above a million workers. 

We wish to urge adoption of H. R. 6843 as an amendment to the defense 
production bill. 

Our support of H. R. 6843 arises from the competitive advantage that may be 
enjoyed by imports in those cases where domestic producers are prevented from 
manufacturing the normal output because of curtailment of raw material supplies 
as an emergency measure. 

We would not fear such competition as a purely temporary phenomenon that 
would disappear with decontrol of domestic materials. The danger lies in the 
development and entrenchment of an abnormal volume of imports during this 
period and the great difficulty of recapturing the accustomed share of the market 
by domestic producers. 

An example of the difficulty just referred to may be found in the experience of 
the domestic watch industry during and after World War II. The watch-making 
facilities of domestic watch manufacturers were converted in considerable part to 
other lines of production, i. e., to the making of war materials. During this time 
imports were able to absorb a growing share of the market and since the end of 
the war, the watch industry has not succeeded in recouping its prewar share. 

During the last war many other countries were so absorbed industrially in 
manufacturing military supplies and equipment that there was relatively little to 
fear from the kind of competition that now threatens us. The manufacturing 
facilities of other countries have now been largely rebuilt and foreign manufactures 
are in & position to supply our market in many instances where our own producers 
are forced, because of the control of materials, to cut back their output. 

It is not fair treatment of domestic producers to expose them without defense to 
foriegn competition that is free from the restrictions that have been or may be 
placed upon home industry. 

Should an increase in imports be necessary to prevent a shortage of products 
needed for national defense, no restrictions should be imposed, and H. R. 6843 
makes an exception for such circumstances. 

There is little danger that the law could be abused, should the bill be enacted, 
because relief could be obtained only through the United States Tariff Commission. 

We believe that H. R. 6843 is meritorious and deserves to be enacted. Its 
enactment would not represent permanent legislation and provisions would be 
coterminous with the Defense Production Act. 


SraTeEMENT OF H. R. Norruvup, Executive Vick PRESIDENT OF NATIONAL 
Retatt LuMBER DEALERS ASSOCIATION 


My name is H. R. Northup. I am executive vice president of the National 
Retail Lumber Dealers Association, with offices in Washington, D. C. I appre- 
ciate this opportunity to present the views of the thousands of retail lumber and 
building materials dealers of the country on the proposed extension of the Defense 
Production Act as provided in H. R. 6546. 

Although the retail lumber dealer is, of course, interested primarily in the 
distribution of building products, he also is sincerely interested in maintaining 
a sound national economy within which the free enterprise system will flourish 
and in providing the materials needed for defense. 
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The bill before your committee would authorize an extension of emergency 
controls for two additional years and would eliminate from the existing act 
many of the safeguards which Congress added to the law last year. 

In view of recent developments, we respectfully but emphatically urge the 
Congress to permit all existing wage, price, credit, rent, and materials allocations 
control to lapse as of June 30, 1952, except that we believe that for the time being 
there should be some means of assuring an adequate supply of critical materials 
for direct defense production purposes. 

In support of this position, we offer the following facts: 

1. Wage control—There is no effective control over wages, and there has 
been none since the inception of the act. Political considerations have made a 
mockery of wage control provisions. Industry and labor can do a far more 
effective job of controlling wages than would be done under any legislative 
language Congress might approve. 

2. Price control.—There is no longer any need or excuse for control of prices. 
The price trend has been downward for some weeks. Control officials are glossing 
over the deflationary forces now at work. Continuation of price control merely 
puts industry to the heavy expense and inconvenience of filling out useless reports. 

3. Credit controls.—There is no justification for continuing credit controls, as 
the Federal Reserve Board itself has recognized by its abandonment of voluntary 
credit restraints and by suspension of credit regulation W. The problem today, 
so far as housing is concerned, is to bring more, not less, money into the mortgage 
market. Housing starts have been running at a relatively high level, but the 
sale of homes has been slowed down drastically, both by the shortage of mortgage 
funds, due to low interest rates on FHA insured and VA guaranteed loans and to 
other factors, and by the high down payment requirements. 

4. Rent controls.—Rent controls are serving no other purpose than to permit a 
relatively small number of families to enjoy special advantage at the expense of 
other taxpayers. The temporary postwar housing shortage which gave rise 
to this repugnant legislation ceased to exist many months ago. 

5. Materials allocations—The readjustment in defense production schedules, 
together with increased production of critical materials, has removed all need for 
continuing materials allocations so far as private construction and industrial 
requirements are concerned. Supplies of most materials already are outrunning 
demand. As stated above, we believe that an appropriate agency of the Federal 
Government should have the authority to allocate supplies of critical materials 
actually required for defense production, but we believe there is ample evidence 
that supplies over and above those needed in the defense program will be adequate 
to meet civilian requirements. 

Those who urge that all controls be continued seem to be basing their plea on 
the position that, even though controls are not needed today, they might be 
needed in case of a sudden worsening in the international situation. In that 
connection, we wish to point out that, unless Congress removes controls, those 
empowered to operate them will (1) cling to them as long as possible to the 
detriment of the economy and the public welfare, and (2) continue to misuse 
them for political and other purposes. 

Furthermore, should a new emergency arise, inflation can be effectively con- 
trolled by adjusting taxes, by revising the Government’s fiscal policies, and by 
encouraging consumer savings; materials needed for defense production can be 
made available by encouraging further expansion in production capacity, on the 
one hand, and by discouraging production of less essential civilian goods through 
tightening of Federal fiscal policies on the other hand. 

Continuation of the Defense Production Act beyond June 30 will lead only to 
further disruption of the civilian economy and render the Nation less able to 
sustain its basic strength. 

Respectfully submitted. 

H. R. Norrnvp. 


STATEMENT OF THE AMERICAN INSTITUTE OF ACCOUNTANTS FOR AMENDMENT 
OF THE DEFENSE PropuctTion Act TO Exempt From SaLary STABILIZATION 
THE COMPENSATION OF CERTIFIED PuBLIC ACCOUNTANTS IN PUBLIC PRACTICE 


The American Institute of Accountants is the only national professional organiza- 
tion of certified public accountants. Affiliated with it are the societies of certified 
public accountants in every State. Its members include partners or principals 
of most of the firms of certified public accountants throughout the country and 
members of their staffs. 
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The American Institute, by authority of its executive committee, respectfully 
requests that the Defense Production Act be amended as follows: 

“Insert in Subsection (e) of Section 402 of the Defense Production Act of 1950 
as amended, in paragraph (ii) after ‘by an attorney or firm of attorneys engaged 
in the practice of his or their profession’ the following: ‘; wages, salaries, and 
other compensation paid to certified public accountants licensed to practice as 
such employed in a professional capacity by a CPA or firm of CPA’s engaged in 
the practice of his or their profession.’” 

This amendment would grant to certified public accountants holding State 
certificates, and engaged as employees in the public practice of their profession, 
the same exemption which was granted in the amendments of 1951 to attorneys 
employed by attorneys or law firms, and to physicians employed in a professional 
capacity by licensed hospitals, clinics, and similar medical institutions. The 
professional fees charged by certified public accountants, like those of doctors and 
lawyers, are exempt from price control, and as in the other two professions, the 
salaries paid to their professional employees should also be exempt. 

The need for professional services of certified public accountants in public 
practice has been growing even faster than the number of CPA’s, although we 
are the fastest growing profession in the United States. The number of certified 
public accountants has more than doubled since 1940. There are now nearly 
42,000, but many are not in public practice. 

As in World War II, the present emergency has further iticreased the demand 
for CPA’s services. In addition to their normal work of auditing, systems installa- 
tion, preparation of business financial statements, and business tax returns, 
certified public accountants are now giving invaluable assistance to business in 
connection with excess-profits taxes, price stabilization, cost analysis in connection 
with Government contracts, renegotiation, and solution of the many special 
financial problems faced by companies engaged in defense production. 

Firms of certified public accountants are finding it increasingly difficult to 
recruit and maintain the high-caliber professional staffs which they must have 
if they are to continue to provide these essential services. The problem is now 
rendered doubly difficult by the fact that industry is drawing away more and more 
of these highly skilled men from the public accounting field. Corporations can 
offer salaries to members of our staffs whom they hire as controllers and assistant 
controllers, or for other key positions in their accounting departments, which we 
under salary stabilization simply cannot match. We have found that many of 
our best men are willing to remain in the public accounting fteld for less money 
than they can get from industry, but obviously they will not stay with us if the 
discrepancy becomes too great. At the same time, they are obviously aware of 
the fact that the extra efforts which all of us are putting in to meet the increased 
demands for our services bring in additional fees to the firms which employ them. 
These fees are not subject to price control. Our employees therefore naturally 
feel that they are entitled to a fair share of the income which their services produce. 
What we are asking for, quite simply, is an opportunity to share it with the 
professional employees who help us to earn it. 

On the other hand, the scale of fees charged by certified public accountants 
not been increased nearly as much as prices generally, and we do not expect the 
scale to increase to anything like that extent. Our extra income is derived from 
extra work, and from work of a more highly skilled and specialized nature, and 
it is this which we ask permission to share with our professional staffs. 

We are asking this exemption only for employees who have had sufficient 
training and experience to obtain certificates as certified public accountants after 
passing a rigorous examination of their professional attainments. Of the 42,000 
certified public accountants in the United States, not more than 10,000 are em- 
ployees of public accounting firms. Thus the group for which we are asking 
exemption is small, and even a substantial increase in their compensation could 
have virtually no inflationary effect. However, these are key people, without 
whom it would be impossible for firms of certified public accountants to continue 
to provide the essential services which they are rendering to business and the 
national economy in the present emergency. If the Members of Congress believe 
that controls should be removed wherever they are clearly unnecessary for stabili- 
zation of the economy, and where they are likely to do more harm than good to the 
defense program itself, this amendment should receive favorable consideration. 
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May 1, 1952. 
Hon. Brent SPENCE, 
Chairman, Banking and Currehcy Committee, 


House Office Building, Washington, D. C. 


Mr. CHAIRMAN AND MeMBERS OF YouR CommiTTEE: My name is Gibbs L. 
Baker, attorney at law, with offices in the Shoreham Building, Washington 5, D. C. 
I represent Charles Niedner’s Sons Co., 10-20 James Street, Malden, Mass. It is 
requested that this statement be made a part of the record of your hearings 
on H. R. 6546, and similar bills. 

Charles Niedner’s Sons Co. is a small, well-established business which has for 
more than 50 years manufactured one product, namely, unlined linen fire hose. 
It is understood that linen fire hose is classified as essential by the Munitions 
Board. Niedner produces about 40 percent of the linen fire hose in the United 
States. 

Niedner opposes repeal of paragraph (4) of subsection (d) of section 402 of the 
Defense Production Act of 1950, as amended, for which repeal is provided in 
section 103 (a) of H. R. 6546. Until enactment of this provision of the so-called 
Capehart amendment and the long-delayed regulations were issued thereunder 
by OPS, Niedner was forced under ceiling prices to operate at a loss due to sub- 
stantial increases in its costs, principally materials costs. Also, it was faced with a 
substantial rollback of its prices established under GCPR, by reason of the fact 
that OPS was about to make mandatory CPR 22. Although Niedner appealed 
to OPS, and established there a meritorious case, it was not until OPS issued 
regulations under the so-called Capehart amendment that Niedner was able to 
obtain the necessary relief in its case. 

Linen fire hose is made entirely from flax which has to be imported for the 
most part. It is understood that the Munitions Board has classified flax fiber 
and yarn as essential imports. Since flax yarn has been in short supply for some 
time, the prices of imports thereof skyrocketed. These prices which are not 
controlled by the United States, increased over 50 percent since December 1949, 
of which increase about half was after March 15, 1951. 

Niedner could not absorb such large increases in materials costs. Therefore in 
April 1951, it sought relief from OPS, but not until November of that year, when 
OPS issued regulations under the so-called Capehart amendment, did Niedner 
get the necessary relief. The resources of small businesses, such as Niedner, are 
generally limited, and therefore they must obtain adequate relief quickly. Some 
businesses do not fall in the industry patterns prescribed by OPS, which is often 
the case in respect to small businesses. Consequently, the individual adjustment 
features of the Capehart amendment are highly desirable. 

It is therefore urged that section 103 (a) of H. R. 6546 not be enacted and that 
paragraph (4) of subsection (d) of section 402 of the Defense Production Act of 
1950, as amended, not be repealed. 

Respectfully submitted. 

Gipss L. BAKER. 
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THURSDAY, MAY 8, 1952 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable Brent Spence, 
chairman of the committee, presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Rains, Multer, Addonizio, Dollinger, Burton, Fugate, Wolcott, 
Gamble, Talle, Kilburn, Cole, Nicholson, and Betts. 

The CuarrMan. The committee will be in order. 

I wish to say to the witnesses that circumstances over which we 
have no control have made it necessary that we adjourn at 11 o’clock 
today. The House meets at that time to consider important legisla- 
tion and there will be a roll call immediately for the consideration 
of an important bill under the 5-minute rule. 

So in order that we may hear as many witnesses as possible, I 
hope the witnesses’ statements will be shortened as much as possible. 

Mr. Parman. Mr. Chairman, may I make a suggestion for whatever 
it might be worth? You have a definite number of people here. 

The CuarrMan. Yes. 

Mr. Parman. They all have statements. Why not call them all 
around, and have them put their statements in the record, and let 
each one supplement his statement and then we can interrogate them. 

The CuarrMan. They have that privilege, to put all of their 
statements in the record. 

Mr. Parman. I am offering that suggestion in order to help expedite 
the hearings. 

The Cuarrman. If that meets with the approval of the witnesses, 
that will be all right. 

Mr. Jones, would that be satisfactory to your group? 

Mr. Jones. Mr. Chairman——— 

The Cuarrman. Of course we would like to give you all the time 
we can, but conditions over which we have no control have caused 
this situation. 

Mr. Jones. Mr. Chairman, your very efficient staff has done a 
very effective job, we think, in setting up the program of this com- 
mittee to hear the retail industry in its various branches and the 
retail industry being the second largest industry in this country, 
faced with the problems of price control, and having vital information 
for this committee, it seems to me that the time should not be in- 
ordinately shortened, and that each of the groups should not be 
constricted too much. 

If the proposal of Mr. Patman, who is an old friend of mine, will 
have the result of limiting the retail industry to a single hour of 
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hearings, from 10 to 11, I think it is completely inadequate to meet 
our requirements. 

Mr. Parman. I did not have that in mind, Mr. Jones. I had in 
mind conserving as much time as we could, and still interrogating 
the witnesses. 

The CxHarrman. I think under the circumstances, if the House 
finishes the business before it today, there will probably be no program 
tomorrow, and we will try to give you further time tomorrow. 

Mr. Parman. In view of what Mr. Jones has said, why not just 
go ahead? 

The CHatrMaAn. Would it be satisfactory to present your statement 
in the record or do you wish to read it? 

Mr. Jones. It was my intention, Mr. Chairman, to first present our 
statement and then speak briefly on its salient points. 

The Cuatrman. Allright. You may proceed. 





















STATEMENT OF ROWLAND JONES, JR., PRESIDENT, AMERICAN 


RETAIL FEDERATION, ON BEHALF OF THE RETAIL INDUSTRY 
COMMITTEE 


Mr. Jones. Mr. Chairman, I am the president of the American 
Retail Federation, with offices in Washington. 

As the name implies, the American Retail Federation is a federation 
of 22 national retail associations and 32 state-wide retail groups. 

As a part of the statement I would like to present for the record, 
at this time a list of the State and national associations which are 
members of the Federation. 

The CHatrMan. That may be placed in the record. 

(The information referred to is as follows: ) 













OFFICERS OF THE RETAIL PLANNING COMMITTEE OF 
INDUSTRY COMMITTEE 





THE RETAIL 


Chairman: Maury L. Nee, treasurer, P. J. Nee Co., 745 Seventh Street NW., 
Washington, D. C. 
Exective Vice Chairman: Rowland Jones, Jr., president, American Retail Fed- 
eration, 1625 Eye Street NW., Washington, D. C. 
Vice chairmen: 
William R. Noble, Washington representative, National Retail Farm Equip- 
ment Association, National Retail Hardware Association, 1028 Connecti- 
cut Avenue NW., Washington, D. C. 
J. Gordon Dakins, general manager, National Retail Dry Goods Associa- 
tion, 100 West Thirty-first Street, New York, N. Y. 
Secretary: James C. Lucas, American Retail Federation, 1625 Eye Street NW., 
Washington, D. C. 















RosteER OF THE Retatt PLANNING COMMITTEE OF THE RETAIL 


INDUSTRY COMMITTEE 


American National Retail Jewelers Association 
American Association of Nurservmen 
American Retail Coal Association 
American Retail Federation 

Association of Credit Apparel Stores, Ine. 
Associated Furniture Dealers of New York 
Associated Retail Bakers of America 
California Retailers Association 

Colorado Retailers Association 

Delaware Retailers Council 

Florida State Retailers Association 
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Georgia Mercantile Association 

Grain and Feed Dealers National Association 

Idaho Council of Retailers 

Associated Retailers of Indiana 

Associated Retailers of Iowa, Inc. 

Institute of Distribution 

Kentucky Merchants Association, Inc. 

Limited Price Variety Stores Association, Ine. 
Louisiana Retailers Association 

Mail Order Association of America 

Maine Merchants Association, Inc. 

Maryland Council of Retail Merchants, Ine. 
Massachusetts Council of Retail Merchants 

Michigan Retailers Association 

Missouri Retailers Association 

National Appliance and Radio-TV Dealers Association 
National Association of Chain Drug Stores 

National Association of Credit Jewelers 

National Association of House-to-House Installment Companies 
National Association of Ice Industries 

National Association of Music Merchants 

National Association of Retail Clothiers and Furnishers 
National Association of Shoe Chain Stores 

National Foundation for Consumer Credit, Ine. 
National Industrial Stores Association 

National Luggage Dealers Association 

National Restaurant Association 

National Retail Dry Goods Association 

National Retail Farm Equipment Association 
National Retail Furniture Association 

National Retail Hardware Association 

National Retail Lumber Dealers Association 

National Retail Tea and Coffee Merchants Association 
National Shoe Retailers Association 

National Stationery and Office Equipment Association 
Nevada Retail Merchants Association 

Retail Merchants Association of New Jersey 

New York State Council of Retail Merchants, Inc. 
North Carolina Merchants Association, Inc. 
Northwestern Lumberman’s Association 

Ohio State Council of Retail Merchants 

Oklahoma Retail Merchants Association 

Oregon State Retailers’ Council 

Pennsylvania Retailers’ Association 

Rhode Island Retail Association 

Retail Merchants Association of Tennessee 

Retail Paint and Wallpaper Distributors of America, Inc. 
Council of Texas Retailers’ Association 

Retail Merchants Association of South Dakota 

Utah Council of Retailers 

Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington 

West Virginia Retailers Association, Inc. 

Mr. Jonres. I am also executive vice chairman of the Planning 
Committee of the Retail Industry Committee, an emergency group 
organized shortly after Korea to coordinate the retail industry in the 
handling of issues and problems arising out of the defense effort and 
to make available to Government the experience and technical 
knowledge of the industry. 

It is on behalf of the industry’s Planning Committee that I appear 
here today. 

A roster of the member groups of the Planning Committee is made 
a part of this statement. 
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I consider it a privilege to present to you the broad viewpoints of!the 
retail industry on the important question under consideration by 
your committee. 

In may respects, the owners and operators of the 1,771,000 retail 
stores of the United States occupy the best possible vantage point 
in our economy for appraising and justifying the necessity for economic 
controls. 

The retail counter is the final point in the production—distribution 
process. Across this counter flow the products of the Nation’s mines, 
mills, farms, and fisheries. 

While this flow continues, the Nation has a strong, stable economy. 
When this flow increases it may be truly said that our economy is 
expanding—and our standard of living is rising. 

Whenever this flow of physical goods is interrupted for any reason, 
the domestic economy suffers in terms of stability and of living 
standards. 

And if the interruption continues, goods pile up at prior levels, and 
the workers in the mines, and mills, on the farms and in the fisheries, 
begin to lose their jobs. et 

Retailers know by bitter experience of the dangers of inflation—for 
soaring prices interrupt the flow of physical goods across retail 
counters. 

And retailers are the first to feel the direct effects of inflation—by 
declines in physical sales, and increases in the cost of doing business. 

Similarly, they are first to feel the destructive effects of the deflation 
when the bubble bursts. 

It is important to state that retailers are much more interested in 
unit sales—physical volume—than they are in the dollar total of their 
sales. 

They know that high unit sales mean more production, more jobs, 
and more purchasing power—and this all adds up to an expanding 
economy and more and more unit sales. 

In contrast, increases in dollar sales which out-run unit sales are the 
signals of danger ahead for all of our people—the retailer and the 
consumers’ reserves. 

So, higher prices do not mean prosperity; neither do they mean 
higher profits for retailers. Indeed, when higher prices cause unit 
sales to decline, retailers not only make less and less profit, but begin 
to lose money. 

It also is important to recognize these facts about retailing at this 
time—and IJ will elaborate upon them later—for an understanding of 
the retail function is essential in any attempt to gage the impact of 
controls upon the economy. 

During the past 2 months, in preparation for the appearance, the 
retail industry, through the mechanism of the planning committee, 
has reviewed carefully all facets of the controls picture. 

It has reexamined what happened after Korea—the stampede of 
consumers to retail stores, the flurries in price, and the rapid build-up 
in inventories. 

It has attempted to appraise the long-awaited impact of defense 
spending, and diversion of materials to military needs. 

And it has reexamined the position our industry adopted during 
the formulation and amending of the act. 
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In this statement, I will present the facts as to how controls are 
affecting the retail industry generally, and present the consensus of 
‘the viewpoints concerning the over-all question. 

Specific facts about the specific trades will be presented by several 
spokesmen for the individual trades. 

So as to save your committee’s time, we have reduced the number 
of specific trade statements to the minimum sufficient to show trends 
which are typical for all retailers without duplication or repetition. 

As a result of its intensive study during the past 2 months, the 
planning committee has reached accord on the following busi prin- 
ciples: 

First: That economic controls, such as those provided in the act, 
are abhorrent to, and inconsistent with, the competitive enterprise 
system and the freedoms inherent in the American w ay of life which 
are the basis of the strength and continuing growth of our Nation. 

Second: That the retail industry opposes in principle the use of 
such controls except under circumstances of compelling necessity 
created by war or threat of war and characterized by serious infla- 
tionary pressures and disruptions in normal economic relationships. 
Indeed the undue use of such controls even in such an emergency 
inevitably leads to greater centralization of Federal authority and the 
abridgment of the very freedoms which the emergency controls 
purport to protect. 

For these reasons, while the degree of the present emergency may 
or may not require control authority, the Congress in making this 
determination must continue to weigh the necessity for imposing con- 
trols, and the manner in which they are administered, in terms of 
their potential harmful effects upon the competitive enterprise system 
and the national economy. 

Third: In view of the present uncertainty in international affairs, 
and for this reason only, the retail industry takes no position at this 
time, either for or against, the extension of the authority for price 
and wage control in the Defense Production Act. 

Fourth: In recognition of the fact that controls are not operating 
in many areas of ‘the economy where materials and services are in 

adequate supply, the Congress should call upon OPS (1) to decontrol 
or suspend controls in all such areas where controls are not necessary, 
and (2) to remove completely all controls at the earliest practical 
moment in accordance with section 402 (f) of the act. 

For example, under present economic conditions price controls are 
exerting relatively little influence on the prices and distribution of 
most consumer goods. 

In reference to such procedure, the retail industry calls to the 
attention of the Congress the provisions in section 402 (b) (4) of the 
Defense Production Act which reads: 

Wherever ceilings on prices have been established on materials and services 
eomprising a substantial part of all sales at retail and materially affecting the 
cost of living, the President (1) shall impose ceilings on prices and services gen- 
erally, and (2) shall stabilize wages, salaries, and other compensation generally. 

The retail industry supported this principle during the formulation 
of the act, and it now submits that the converse of this principle is 
equally true, to-wit: Bm 

That wherever controls over’ prices have been suspended on ma- 
terials and services comprising a substantial part of all sales at retail 
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and materially affecting the cost of living, all price and wage controls 
throughout the economy should be removed simultaneously. 

Fifth: That wherever prices are decontrolled or suspended on ma- 
terials or services at levels prior to the retail level, similar decontro] 
or suspension be automatically effective at the retail level. 

Sixth: That the retail industry vigorously opposes any efforts to 
repeal or weaken the Herlong amendment. 

Seventh: That the retail industry reaffirms that the provisions 
of the Herlong amendment prohibiting the denial of customary pre- 
Korean percentage margins must be made applicable to all retail price 
control regulations. 

Eighth: That the retail industry reiterates its basic positions 
adopted following the outbreak of hostilities i in Korea 

1. Control authority should be reviewed annually by the Congress. 
In no event should the control authority be reenacted for more than 
a 1-year period. 

2. That if price control is to be continued all elements of cost 
entering into the seller’s price, including wages and transportation, 
must also be controlled. 

That method of price control at the retail level must be con- 
sistent with the customary business practices and methods which are 
historical in retailing and which have been set by competition. 

That price control regulations must be fair and equitable between 
sellers, and classes of sellers, at all stages in the production-distribution 
process. 

Ninth: That it is the viewpoint of the retail industry that regula- 
tion W appears to be ineffective asa control device. There is adequate 
production and a plentiful inventory at all levels of the economy of 
the major consumer durables subject to the regulation. There is no 
upward price pressure in these lines 

To the extent that there are loans outstanding against this supply, 
consumer purchases of the durables on the installment plan make it 
possible to retire these loans and thus reduce the monetary supply. 

Restraining the purchase of these consumer durables to curtail 
consumer debt simply creates more debt in other levels of the economy. 

The regulation may dampen the sale of some goods, but it shifts 
consumer expenditures to other lines; and instead of increasing con- 
sumer savings it often promotes liquidation of present savings in order 
to put purchases on a cash basis. 

Thus at a time of ample supply, the regulation has the effect of 
discriminating against one type of purchaser, and against types of 
retail outlets which serve that purchaser, and shift the debt burden 
from one level of the economy to another. 

A complete review of consumer credit controls will be presented by 
the National Foundation for Consumer Credit, a member of the 
planning committee. 

Now, Mr. Chairman, I have presented here, in my statement, and 
will present in my remarks to follow, some facts about the economic 
scene which in my judgment offer compelling and persuasive reasons 
why price controls are no longer necessary on consumer goods. 

Very briefly, the points are these: 

One, there is no need for retail price control today, on the general 
merchandise items, including apparel, small wares, house furnishings, 
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furniture, and appliances, and I believe on food. 
is well qualified to speak for itself. 

That is because there are no inflationary conditions today in this 
economy. Actually they are somewhat deflationary, and we. believe 
they will continue to be deflationary. 

In the matter of sales demand, which always is an influence on prices, 
there is no buying rush today. Retail sales have slowed down from 
the two peak periods in July of 1950 and January of 1951, and depart- 
ment store sales are now 15 percent down from those peak months, 
after seasonal corrections. 

Sales are now less than pre-Korea, in units, in this country., This 
slow trend in demand has prevailed for some time now in many types 
of retail stores. 

The recently completed consumer survey, conducted for the Federal 
Reserve, shows more consumer reluctance to buy this year than last 
year, and consumers are saving more and spending less than early in 
1951. 

All consumer goods are in adequate supply at all levels, both in 
consumer soft goods and consumer hard goods. Instead of shortages, 
there has been a serious surplus for over a year. 

We have two charts, Mr. Chairman, which we would also like to have 
in the record. 

The CuatrmMan. They may be inserted. 

(The information referred to appears on pages 454 and 455.) 

Mr. Jones. These charts tell the story very tersely of retail inven- 
tories, which are most important to any consideration of inflation. 

Mr. Parman. Is that an inventory chart? 

Mr. Jones. That is a chart of both sales and stocks, Mr. Patman. 

Mr. Parman. What years are indicated there at the bottom? 

Mr. Jonns. These are through the years, first quarter of 1952, 
1948, 1949, 1950, 1951, and 1952, showing peak sales and inventories. 
This high peak is inventory. This high peak is sales, and these show 
very dramatically that whereas sales have leveled off and actually 
started to decline, vou still have a high reservoir inventory behind it. 

Mr. Parman. That is before the regulation W was suspended today. 
Will that help? 

Mr. Jones. In my opinion the suspension of regulation W, in many 
lines, will stimulate consumer buying, and in many lines where there 
are burdensome inventories. 

Mr. Parman. Is your group still in favor of repealing regulation W 
by law or are you willing to leave it to the Federal Reserve Board? 

Mr. Jones. Mr. Chairman, we take no position here at this time 
on that subject. We are polling our members now and the votes 
are a little late coming in. 

There is a division in the industry, and the division stems from the 
fact that while there are evils in inflation, there are also evils in a 
deflation, and there is no doubt but what there can be abuses in the 
uses of consumer credit. 

The Cuarrman. From the reports in the press, it seems that lift- 
ing of regulation W has already stimulated buying. 

Mr. Jones. I have no doubt about that, Mr. Chairman. As a 
personal observation, a 33'%-percent down-payment on an automo- 
bile, with the average-income family man, who must have a car in 
his work, is a very, very stiff down payment, and from the inflationary 
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DEPARTMENT STORE SALES AND STOCKS 


F. R. indexes based on dollar volume, adjusted for seasonal variation, 1947-49 
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MANUFACTURERS’ INVENTORIES 
Department of Commerce estimates, adjusted for seasonal variation 
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standpoint it is my opinion that when you have a regulation like 
regulation W, all you are doing is diverting income from one point 
to another, but it is still expendable income that has its effect some- 
where. 

Mr. Parman. Notwithstanding the fact that the FRB has sus- 
pended regulation W, which I think is a move in the right direction, 
I am still going to insist on it being taken out of the law, and as a 
last resort, if they insist on putting it in, I think it should be coupled 
up with bank credit, so that if it is going to be compulsory for one 
it will be compulsory for all, and if voluntary for one, it will be vol- 
untary for all. 

The CHarrMAN. Proceed, please. 

Mr. Jones. As to retail inventories, retailers have been working 
hard in the last year to pull abnormal inventories down. 

Department stores have reduced inventories about 17 percent, 
from the peak of April 1951. They have cut orders to manufacturers, 
and they have sold surplus at very drastic clearance sales. All of 
this points up the fact that there are, in this picture, very few infla- 
tionary pressures at work today, because high inventories in the 
hands of manufacturers, or in the hands of retailers, are the opposite 
of an inflationary pressure. It is actually deflationary in its effect. 

Retail inventories are still too high in comparison to sales and 
they are still 10 percent too high after five solid years of reduction. 

The same picture is true, Mr. Chairman, in manufacturing inven- 
tories, as shown by the chart. They are still at a peak, at a time 
when sales at retail in the items covered are very, very slow and con- 
siderably under last vear. 

As long as the manufacturing inventories remain at that high level, 
again I make the point, that they are deflationary in nature and not 
inflationary. 

As far as our productive capacity is concerned, we have had a 50- 
percent increase in the country’s plant capacity since 1945, and the 
combination of inventory reduction and plant increases is also defla- 
tionary. 

Prices are soft in almost all consumer goods. Reductions are 
greater than shown in the BLS Index, because of lags, and prices are 
still continuing downward. 

As far as competition is concerned, competition is as keen today as 
it ever has been in the history of this country, because of the absence 
of any shortage, and on some appliance lines individual dealers have 
cut prices sharply to move any inventory at all. 

What would happen to retail prices if controls were suspended? 

First, under present conditions, there would be no increase at all 
in any retail margins on prices because there are no shortages, and 
stores have to fight hard for volume. 

I could go on at some length, Mr. Chairman, and gentlemen, in 
arguing the position that we took in the Senate, that while we are 
not prepared as an industry today, as far as the group I represent, to 
recommend that the authority to control be eliminated from the 
Defense Production Act, which expires on June 30, we do say that 
today there is no economic excuse for the continuance of price controls 
on consumer goods at the retail level. 

Everv aspect of the economy in that sector is deflationary in nature, 
business is not good, profits are very low, factories already are pro- 
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ducing in many lines of consumer goods far below capacity. There 
are danger signals flying in this economy, gentlemen, on the defla- 
tionary side, and all of the reasons that impelled the Congress and the 
administration to impose control in 1950 and 1951 have disappeared, 
and we ask this committee, in the statute which it finally writes, if 
any statute is continued in this field, to write into that statute a 
mandatory suspension of controls on consumer goods, and if the con- 
trol power is to be expended, the powers will remain and they can be 
reimposed very quickly if some unexpected international emergency, 
such as Korea would quickly appear. 

For that reason, the economy is protected, if you extend these 
powers, but to leave these controls on in the present situation to me is 
bad for the economy generally and certainly not a healthy thing in 
any free economic society. 

Mr. Chairman, I would also like to file for the record the supple- 
ment that I had expected to read in full here today but which because 
of the exigencies of time I have cut short. 

If that can be added as a part of our basic economic statement | 
would appreciate it. 

-The Cuatrman. That may be done. 
(The information referred to is as follows:) 


Part II or THE PRESENTATION OF THE RETAIL INDUSTRY COMMITTEE BEFORE THE 
House BANKING AND CURRENCY COMMITTEE ON THE EXTENSION OF THE 
DEFENSE Propuction Act oF 1950, as AMENDED May 8, 1952 


HOW ECONOMIC CONTROLS ARE AFFECTING THE RETAIL 
INDUSTRY 


(Presented by Rowland Jones, Jr., president, American Retail Federation, 
executive vice chairman, retail planning committee) 


With the outbreak of war in Korea, our Nation entered an emergency period of 
indefinite duration and intensity. No one knew whether hostilities could be 
contained within Korea, whether other troubled spots would develop, or whether 
such sporadie ‘“‘police actions’? would result in all-out war. No one knew how 
long the emergency period would last—whether in terms of months or of years. 

And most importantly: no one knew how much the demands of defense and 
foreign aid, under either partial or full mobilization, would affect the functioning 
of the domestic economy in the diversion of materials and facilities from civilian 
use to military and related purposes. 

These were the problems which the Eighty-first Congress faced as it passed the 
Defense Production Act of 1950. 


WHY THE DEFENSE PRODUCTION ACT WAS PASSED 


Experience was the only guidepost. Congress remembered the emergency 
periods of World War I and World War Il. They were characterized by the 
following inflationary factors: 

(1) Huge military demands on the Nation’s production of goods and services. 

(2) Shortages of goods and services for civilian use. 

(3) An excess of purchasing power in terms of available civilian goods. 

(4) Disruptions in the normal channels of distribution, 

For the retail industry, and allied trades these factors resulted in: 

(1) A seller’s market. 

(2) Generally increased sales. 

(3) Reductions in retail services. 

(4) Reductions in operating expenses, 

(5) Stable and, in many instances, improved profits, 
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THIS IS A DIFFERENT KIND OF EMERGENCY 


Remember the problems we cited at the start of this presentation? That 
after Korea no one could predict either the duration or intensity of the emergency. 
The 21 months since Korea demonstrate that the present emergency is as unlike 
World War II as night is unlike day. 

Instead of military needs devouring 44 percent of total production, as in 1944, 
the needs of defense and foreign aid will take 14 percent of production in 1952 
and a peak of 18 percent in 1953 according to President Truman. 

There are no shortages, except in the case of metals, and even here the impact 
remains to be felt at the retail levels. 

Instead of shortages, inventories of civilian soft goods and even many durable 
items are abnormally high at all levels. So this is a different emergency. In fact, 
were it not for the continuing uncertainty in international affairs, there could be 
little justification for controls of any kind. 

But the differences in the kind and the intensity of the emergency are important 
in appraising the impact upon retailing. 

The fact of more-than-adequate supply, instead of shortages, means: (1) 
Strong upward pressure on prices has failed to materialize. Many categories of 
consumer goods were sold during 1951, and are selling in 1952, below authorized 
OPS selling prices. (2) There has been no need for the Government to curtail or 
ration gasoline, tires, electric power, and the other items which were in short 
supply during World War II. 

So there has been no pressure on retailers to curtail or eliminate delivery and 
other consumer services. And there are other differences: (1) There has been 
no comparable draft of manpower to the Armed Forces, or diversion to defense 
industry, as happened in World War II. So retail stores have been able to main- 
tain or increase their employee rolls in contrast to the sharp reductions during 
World War II. (2) This emergency has not required the fervor and willingness 
to sacrifice engendered during World War II. 

As a result, consumers expect retail stores to operate ‘‘as usual’ in supplying 
traditional standards of service and efficiency. And the factor of competition 
provides assurance that these standards will be maintained. 


WHAT DO THE DIFFERENCES AMOUNT TO? 


Experience during 1951 demonstrates that, unlike World War II, the retail 
industry and allied trades are in a buyer’s market instead. of a seller’s market. 
Sales in most segments of the industry either declined or were about even with 
1950; and in the few areas where sales increased, the gains were nominal. 

“xperience in 1951 demonstrated that retail margins declined as in World War 
Il; but operating costs soared instead of declining. As a result, the retail industry 
generally has suffered serious profit declines. 

This result stems from two factors: (1) A large sector of the retail industry is 
unaffected by the impact of mobilization. (2) Price controls as presently admin- 
istered impose rigidities and obstacles in retail operations which destroy business 
flexibility. 

It is our belief and contention that Congress did not intend such a result. And 
indeed, such a result is not necessary to the effective operation of price control 
and the attainment of the objectives of the Defense Production Act. 


HOW DID CONGRESS INTEND THAT BUSINESS BE CONTROLLED? 


The intent of Congress to ‘‘maintain and further’ the American system of 
competitive enterprise is stated clearly in the act. In section 2 (declaration of 
policy} the act states: “It is the intention of the Congress that the President shall 
use the powers conferred by this act * * * within the framework, as far as 
practicable, of the American system of competitive enterprise.” 

In section 401 of title IV, price and wage stabilization, Congress further stated 
its intent: ‘““That the authority conferred by this title shall be exercised * * * 
with full consideration and emphasis, so far as practicable, on the maintenance 
and furtherance of the American system of free enterprise * * * and the 
maintenance and furtherance of the American way of life.’’ 

The Congress further stated that “any regulation or order’ under title IV, 
“shall be such as in the judgment of the President will be generally fair and 
equitable * * *.”’ Perhaps the most important guide to congressional intent 
to “maintain and further’? competitive free enterprise is the section in title IV 
which reads: ‘‘The powers granted in this title shall not be used or made to 
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operate to compel changes in the business practices, cost practices or methods, or 
means or aids to distribution, established in any industry, except where such 
action is affirmatively found by the President to be necessary to prevent circum- 
vention or evasion of any regulation, order, or requirement under this title.”’ 


RETAILING’S POSITION ON CONTROLS 


The retail industry did not engage in the public debate in the summer of 1950 
on the subject of economic controls. It recognized that the full facts necessary 
to an objective appraisal of the situation were available only to the Government; 
and that the national security likely would be jeopardized by their public 
disclosure. 

Whether or not an emergency existed, therefore, could only be determined by 
the Government; and whether or not economic controls were needed had to be 
decided by the wisdom of the Congress. However, the retail industry did have 
objective views on the nature and scope of such controls. These views were made 
known to the Congress and the general public and were based upon the industry’s 
experiences under a controlled economy during World War I and World War II. 

These experiences revealed the following economic truths: (1) That the control 
of prices, without first attacking inflation at its source is at best, meaningless and 
ineffective and, at worst, harmful and destructive of the objectives of mobiliza- 
tion and stabilization. 

(2) That the sources of inflation relate to the supply of goods and services and 
the demand for them as represented in purchasing power. 

(3) That the sources of inflation can be controlled primarily through intelli- 
gent, realistic use of the Government’s fiscal and tax policies. 

(4) That prices cannot be controlled effectively except as costs are controlled— 
for every price is an aggregate of costs. 

(5) That price control regulations must recognize the necessity of controlling, 
simultaneously, all the elements of cost entering into the seller’s price; including 
raw materials, transportation, and wages and salaries. 

(6) That price-control regulations must be fair and equitable between sellers, 
and classes of sellers, at all stages in the production-distribution process. 

(7) That the control of prices at the retail level, as we shall demonstrate, should 
conform to customary practices and procedures which are traditional with retailers, 
in the interest of consumers, and which have been established through competition. 


THE CUSTOMARY PRACTICES OF RETAILERS 


Retailers do not establish prices, instead the price of an item at retail is the 
aggregate of all the costs which went into the production and distribution of the 
item from its raw material to finished product stage and in its movement to the 
>etail counter. 

The major costs to the retailer are: (1) The cost of the item—the price the 
retailer paid to his supplier, the wholesaler, or manufacturer. (2) The cost of 
the transportation from the supplier to the store. (3) the retailer’s operating 
costs in getting the item into the hands of the consumer. 

These operating costs include a myriad of expenses: Handling and warehousing, 
if necessary, of the item when received from the supplier. Stocking and display- 
ing the item. Wages and salaries of the store’s personnel, including sales, main- 
tenance, and administrative employees. Rent of the store and its maintenance. 
Credit, delivery, and other customer services. Administrative costs, such as the 
cost of sending buyers to the markets, financing, sales training, and insurance; 
heat, light, and other utilities. Advertising costs, taxes. 

And there are other costs peculiar to specific kinds of stores in the 90 different 
retail trades; but that list includes the major costs for most of the 1,771,000 
stores which compvise the retail industry. 

It is important to note here that excise taxes, imposed on an item at the 
manufacturer level, are as much a part of the retailer’s cost of the item as any 
other element in the cost of the item. When the manufacturer raises his price 
of $1 on an item to the retailer to $1.10 because of a new excise tax of 10 percent, 
or an increase in the tax, the retailer must pay the manufacturer 10 cents more 
to obtain the item just the same as though the 10 cents increase was the result 
of an increase in the manufacturer’s labor or material costs. 

It also is important to note that when the cost of an item to the retailer increases, 
many of the retailer’s operating costs, such as financing, insurance, sales com- 
missions, and rent, also increase automatically. 
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HOW ARE RETAIL PRICES DETERMINED? 


The retail counter is the final point in the production-distribution process. 
Here are multiplied all of the risks and judgments, good or bad, in designing, 
processing, fabricating, producing, and stocking a given item to meet the dis- 
criminating taste and needs of the customer. 

For the production of an item provides no assurance that it will be purchased 
by a consumer, either (1) at the price at which it is offered; at any reduced price; 
or any price at all; or (2) in the style, shape, size, weight, color, texture, taste, 
odor, or quality in, with, or of which it is made. 

These vagaries and uncertainties prevail in all of the ninety-odd retail trades 
from the grocery store, the hardware dealer, the dry goods store, the jeweler, 
to the specialty shop. 

They prevail to a lesser degree on so-called staple items: Food for example, 
and to a maximum degree in stores dealing in style and fashion merchandise. 
So with all of these uncertainties, just how does a retailer ‘‘price’”’ his merchandise? 

Traditionally, the retailer has used the term “margin” or ‘‘mark-up”’ to describe 
that portion of the selling price which is added to the cost of the merchandise 
to cover his operating costs in getting the merchandise to the consumer at the 
retail counter or delivered to his home. Retail margins are expressed as a 
percentage of the selling price. 


SO FAR THERE’S BEEN NO REFERENCE TO PROFIT 


This is intentional; for when a retailer buys, stocks, and prices his merchandise, 
he has no guarantee that he will make any profit. Before he can make a profit, 
the cost of the merdhandise, and his operating costs, must be paid out of the 
“‘price.”? Then, if the retailer has been efficient in appraising the needs and 
desires of his customers, and in operating his store, and, if his sales volume was 
adequate, what remains of the ‘‘margin”’ is profit—before taxes. 

Competition establishes retail margins and profit; freedom of choice prevails in 
America’s market place. This means that no retailer has any hold on the favor 
of any consumer; instead he must vie for the favor of the consumer with his 
competitors—the other retailers. This is true in normal times; it is equally true 
under price control, provided supplies are adequate. 


BUT HOW DOES COMPETITION AFFECT MARGINS AND PROFIT? 


Traditionally, the retailer knows that certain kinds of merchandise will take 
certain percentage margins or markups. 

Involved are such factors as: (1) Cost of the merchandise; (2) efficiency in 
appraising, and buying for, the consumers’ needs and desires; (3) stability of con- 
sumer demand; (4) how much and the type of consumer services required; (5) 
how much sales effort is needed to stimulate consumer demand; and (6) the rate 
of inventory turn-over. 

For these reasons, the amount of margin varies according to the kind of mer- 
chandise and the kind of store. 

Margin is generally lower in a food store where demand is stable, relatively, 
and turn-over high. It is generally higher in a department store, furniture store, 
or specialty shop, where customer services are varied and numerous. It also is 
generally higher in stores specializing in so-called luxury items such as furs 
where inver.‘ory costs and risks are high and demand and turn-over are. slow. 
Traditionally, the retailer also knows that all consumer goods are in competition 
with each other for their share of the consumer’s dollar. 

This means that the margins and prices on so-called necessities affect the 
margins and prices on so-called luxuries; for all items are competing with each 
other. 

THE IMPORTANT FACTOR OF MARKDOWNS 


Remember we said the retailer has no assurance that his merchandise will sell 
at any given price? The result of this truth is the factor of markdowns. When 
a retailer adds his percentage margin to the cost of nierchandise, he does so in the 
belief based on his best judgment that it will sell at that price. When it doesn’t 
the retailer’s only alternative is to markdown the price even if it means taking a 
loss. 

Various factors result in retailers taking markdowns such as: (1) Need for 
merchandising flexibility; (2) market conditions; (8) seasonal conditions; (4) 
supply conditions. . 
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But markdowns prevail even during periods of shortages, such as in the World 
War II vears 1942-45, when they averaged 4.3 to 4.7 percent of department-store 
sales. This means the top 4.3 to 4.7 percentage points of the retailer’s margin 
were sacrificed so as to lower the price. And, as we shall show, these percentage 
point reductions, generally, mean the sacrifice of all profit on the items marked 
down. 

So markdowns prevail during periods of shortages as they do when supplies of 
civilian goods are high. In 1950 department-store markdowns averaged 6.1 per- 
cent of sales; but in 1951, for the first 9 months, they average 6.7 percent. 

So, the great levelers of retail margins and profits are: Freedom of choice of 
the consumer; and the constant pressure of competition. For these reasons the 
difference between profit, which is necessary if the store is to remain in business, 
and loss, which, if continued, would mean bankruptey, is a narrow range of 3 to 
8 percentage points in the typical retailer’s margin; and 3 to 8 cents in his sales 
dollar. This is profit before taxes. It’s much less after Uncle Sam takes his 
bite. 

Net. profit averaged 3.8 cents per sales dollar during the 18-year period 1933-50 
for the retail corporations which published their financial statements during that 
period.,! 

Here’s how the 18-year yet profit average (in cents per sales dollar) varied by 
kinds of stores: Food chains, 1.4; variety chains, 5.3; department stores, 3; mail 
order, 4.5. 


WHY DID OPS FAVOR MARGIN CONTROL IN CONTROLLING RETAIL PRICES? 


That’s easy and simple. First, it conforms to the intent of Congress because 
it does not ‘‘operate to compel changes in the business practices, cost practices, 
or methods, or means or aids to distribution’’; and control of margins does little 
violence to the customary practices of retailers. It controls such practices with- 
out drastically changing or destroying them. 

Second, experience in World War II demonstrated: 

That margin control is the only effective way to stabilize prices at retail for 
those categories of goods which lend themselves to such control. 

That experience proved the impossibility of stabilizing retail prices by a freeze 
or dollar-and-cents ceiling type of control. 

For example, during World War II gross margins of department and specialty 
stores rose under the first price freeze order; but they declined after the imposition 
of margin control. Specifically, gross margins averaged six-tenths of a percent- 
age point higher at the end of the freeze, in 1944 than when the freeze began in 
1942. 

Margin control (MPR 580) was imposed in March 1945, retail margins fell 
three-tenths of a percentage point in 1945; and they declined 1.9 percentage points 
in 1946. 

The decline continued after the removal of price controls in 1946, due to com- 
petition and market conditions, and reached a low point in 1949. Indeed, when 
the Office of Price Stabilization announced the imposition of margin control, 
CPR 7, in tuis emergeney period it stated: ‘‘That despite some increases (in 1950) 
this regulation is being imposed when margins are still lower than in World War II 
years.” 

WHY MARGIN CONTROL IS PREFERRED BY RETAILERS 


Margin control permits the retailer to follow his customary practices within the 
fabric of price control. The retailer adds his customary percentage margin to 
the cost of the merchandise. -As such, when the cost of the merchandise declines, 
the retail price declines. And when the cost of the merchandise increases the 
retailer may add his percentage margin to that new cost. But this means a higher 
retail price only if competition permits it; and if the consumer agrees to buy at the 
higher price. 

As such, the stabilization of retail prices depends upon: (1) Stabilizing costs at 
prior levels; and (2) competition. OPS recognized this fact when, in announcing 
CPR 7, it stated: “If controls at prior levels exert an equally effective stabilizing 
influence, consumer prices will be held in check.” 


WHY THE HERLONG AMENDMENT WAS NEEDED 


Despite the issuance of margin control in CPR 7 in late February 1951; and 
despite the admonition of Congress not to ‘‘change business practices’’; there were 


1 Source: National City Bank of New York, October 1951 news letter. 
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indications that OPS was considering the use of ‘‘cost absorption” and dollar- 
and-cents ceilings. 

In March 1951 OPS granted manufacturers of rugs and carpets a 15-percent 
price increase. But retailers were required to ‘‘pass through” the increase to the 
consumer without markup. The effect of this cost absorption upon carpet and rug 
retailers was immediate. Their percentage margin was reduced 3.5 percentage 
points; squeezing their flexibility to merchandise and combining with market 
conditions to reduce their profits 39 percent. 

That procedure was hardly “generally fair and equitable” within the meaning of 
congressional intent. Almost at the same time Economic Stabilizer Johnston 
announced his “85 percent profit standard” as the criterion for granting price 
relief to an industry suffering hardship under price control. 

In announcing his profit standard Mr. Johnston also directed OPS to proceed 
as rapidly as possible to impose dollar-and-cents ceilings wherever possible across 
the economy. As a result of these threat to ‘‘business practices, cost practices, or 
methods * * *’’, the Congress in July 1951 formulated the Herlong amend- 
ment to the Defense Production Act. 

This amendment prohibits any regulation hereafter which “shall deny to sellers 
of materials at retail or wholesale their customary percentage margin over costs” 
during the pre-Korea period. 


WHAT’S WRONG WITH DOLLAR-AND-CENTS CEILINGS? 


The factor of cost absorption, partial or full. OPA used the cost absorption 
technique in World War Il—under the freeze. 

Here’s how it worked: Let’s say the dollar-and-cents ceiling price of an item at 
retail was $2.95; and the cost to the retailer was $2; then the manufacturer of the 
item had an increase in his costs. Perhaps wages had risen or material costs had 
increased. He applied to OPA for relief, say for an additional 10 cents, to raise 
his price to the retailer to $2.10. 

Let’s savy OPA granted the increase—it actually granted a great many. But 
in the effort to hold the dollar-and-cents ceiling at retail OPA forced the retailer 
to absorb part of the increase, say 5 cents, and pass the balance of 5 cents on to 
the consumer by raising the price to $3. 

Needless to say, the retailer was squeezed—for often the cost absorption took 
away all profit. But worse, the consumer also was hurt—for retailers, unwilling 
to sell at a loss, often refused to stock the merehandise, and it often was diverted 
to other channels: the black and gray markets. 


MARGIN CONTROL IS NO BONANZA OR BOON TO RETAILERS 


Make no mistake about it—it controls the retailer’s business practices. It 
restricts his freedom to merchandise, as will be explained later. It does result in 
reductions in retail margins. It had that effect during World War II. It had 
that effect in 1951. It is having that effect now. 

But worse—retail margins are shrinking while expense rates are soaring—and 
while profits are declining. This squeeze between declining margins and rising 
expenses prevails throughout the retail industry, among small and large merchants, 
and among independent and chain stores alike. 

The squeeze started early last vear as shown by the National City Bank of New 
York in this report for 53 large retail corporations for the first half years 1950-51. 


{In millions of dollars} 
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And-the squeeze grew worse quarter by quarter. For the vear 1951, the bank 
reports the following declines from 1950 in net income after taxes for 82 retail 
corporations: 


5 chain stores, food 
UI TI Vn as m 
5 department and specialty 


But the squeeze of declining margins and rising costs is even worse for retailers 
of food products who have been denied their customary percentage margins. It 
is a travesty on the “fair and equitable” provision in the Defense Production Act 
that the retail food field, which handles the largest tonnage and dollar volume 
at the lowest cost and the smallest profit, should be the segment of our industry 
which is the most severely squeezed by price controls. The retail industry is 
united in its contention that this discrimination against food retailers should be 
correeted. 

Price control regulations covering food retailers should conform to the customary 
business practices of such retailers. This means that food retailers should be 
permitted to use their customary percentage margins which the Herlong amend- 
ment provides for other retailers. This principle is essential in price control—and 
the retail industry urges this committee to revise the Herlong amendment so that 
this principle must be recognized in all retail regulations. 

INFLEXIBLE MARGIN CONTROL IS UNREALISTIC FOR THIS EMERGENCY 

This is a different emergency, as retail operating results prove. As in World 
War IT retail margins are declining; but operating costs are soaring. 

And the result? 

The reduction of :etail profits below the level of ‘‘generally fair and equitable.’’ 
Indeed, there is evidence to indicate that retailing, as an industry, can qualify for 
hardship relief under the terms of the highly criticized and unrealistic “Johnston 
profit standard.” , 

Let’s look at the department store trade as just one illustration. The Johnston 
formula provides industry-wide relief only after profits have slumped below 85 
percent of the average of the three best years in the period 1946—49. 

The three best profit years for department stores were 1946, 1947, 1948. Here’s 
how 1950 and 1951 profits compare with those vears: 


Net gain before taxes index of dollar profits 


[1946-48 = 100] 


Harvard | Controllers’ 
data ! congress 2 
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1 Harvard School of Business Administration. 
2 Controllers’ Congress of the National Retail Dry Goods Association. 


Would retailers have experienced the same results if there had been no price 
control? The answer is ‘‘no’”’; and certainly not to the same degree, because 
(1) Margin control prevents the retailer from ‘‘merchandising.’’ In a retailer’s 
normal ‘operation prices fluctuate according to market conditions. This means 
that in normal times, the merchant has flexibility to make up lost margin on some 
goods by taking compensating mark-ups on “good buys.’”’ However, under price 
control with frozen margins, the only fluctuation is downward. 

2. The vagaries and rigidities of the pricing chart produce loss in margin. 
Often an increase in the cost of the merchandise throws an identical item into a 
cost bracket with a lower percentage mark-up than was normal before price con- 
trol. This effect of merchandising prevails normally even in periods of falling 
prices and falJing sales. But rigid margin controls do not permit merchandising ; 
so the retailer has no incentive to obtain the good buy, and the consumer can’t 
obtain the benefit of the merchandise at a lower price. 
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SO WHAT’S THE ANSWER? 


First, the evidence is clear that the concept of pre-Korea margin is unrealistic 
and obsolete in terms of the mounting expenses prevailing in this emergency. 
OPS should recognize the fact that pre-Korean margins are not “fair and equi- 
table” by permitting greater flexibility under margin control and other retail 
regulations. In this connection, the retail industry has made several recom- 
mendations to OPS which, if approved, would permit greater flexibility. 

Generally, these concern: 

(1) Recognition of the mounting cost of retail operations; 

(2) Permitting retail management to reduce or eliminate certain functions 
which do not directly affect price; 

(3) Providing “hardship relief’? for individual retailers; and 

(4) Reducing or eliminating wherever possible the record-keeping requirements 
of price control. 

Second, there also is clear evidence that huge sectors of the economy are oper- 
ating under conditions of ample supply and reduced demand, conditions. for 
which price control was not originally contemplated. 

Therefore, the Congress should call upon OPS to decontrol, or suspend control, 
in all sectors of the economy wherever such controls are not necessary to—or 
removal of controls is necessary to—the objectives of the Defense Production Act. 

Mr. Do.tumncer. Mr. Jones, I understood you to say that because 
the prices for merchandise now are below the ceilings imposed, that 
that is the reason why we should do away with controls. I fail .to 
understand your reasoning. If prices are below ceilings at the present 
time, I can’t see how it can affect retail business at all. 

Mr. Jones. Mr. Dollinger, it drastically affects retail business for 
many, many reasons. In the first place, the very cost to the retailer, 
of complying with a myriad of regulations and reports is a very, very 
costly thing. 

Secondly, the very existence of ceilings destroys the flexibility of 
retailers and destroys any incentive to go out and comb the market 
for good business, because if they find a good buy, which would be of 
great value—and there are many good buys in this economy today, in 
surplus manufacturing inventories—applying price control to the 
cost of that merchandise makes it completely unattractive. 

The result is that retailers do not seek these good buys, because 
there is no advantage whatever in that respect. 

Second, price controls inevitably are a deadening thing. What we 
need in this country today, in the light of our high capacity, even with 
war production, what we need in this country is a free retail economy, 
free to merchandise as it always has merchandised, and to perform its 
true function which actually is the movement of the largest possible 
volume of goods into consumers’ hands. 

Mr. Doutuncer. Mr. Jones, if anything, | would say that when the 
public sees that the prices for merchandise are below ceilings, they 
would certainly want to buy, because they would then think they are 
getting a bargain. Would you not think so? 

Mr. Jonus. The fact is that they are not buying today. 

Mr. Do.irncer. Because your prices are still too high. They 
think they are going to come down further. 

Mr. Jonss. Prices today, Mr. Congressman, are high, by some meas- 
ures, but today retailing believes that its customers have more pur- 
chasing power, at the present price levels, then they had in 1939. 

Mr. DoxurneEr. The only real reason I think you can advance for 
elimination of control is the necessity of keeping records. Do you 
not keep the same records for income tax purposes and for inventories, 
and things of that sort? 
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Mr. Jones. No, there are a myriad of records under price control- 
ling. Every shipment of goods that comes into a store—and they 
number many, many thousands in a year—must be very carefully 
checked and priced, in relation to a large number 

Mr. DotuincEr. But you do that regularly for all the rest of your 
business, and this is just another means of compilation of information. 

Mr. Jones. But it is a very costly thing and completely destroys 
the flexibility of the retailer to merchandise, which is in the public 
interest. 

Mr. Douuincer. I just cannot see your reasoning. Maybe I do 
not understand your point of view. Mine may be different in that 
respect. That is all. 

The CuarrmMan. Mr. Jones, with the immense national income of 
$275 billion a year, and with the immense defense effort through which 
billions are thrown into the national defense, are not used in the 
manufacture of goods, nevertheless a great deal of it goes into the 
pockets of the people. 

What do you think would be the effect of a free competitive economy 
on prices? Do you not think there should be some control of prices 
because the conditions under which we are now living create an 
emergency? 

Mr. Jones. I think if you free the economy from pricé control, 
I think the price level would drop. While expenditures for defense 
are large, they are still only 14 percent of our entire economy as com- 
pared to a peak of 55 percent of our economy in 1945. 

The CHatrman. We are still spending about twice as much as our 
national income, 1933 and 1934, on national defense, because our 
national income how is seven times as much as it was then. 

Mr. Jones. Yes, but we are producing three or four times the volume 
of goods in practically all categories. 

Mr. Rains. Will you vield, Mr. Chairman? 

The CHarmman. I yield. 

Mr. Rains. You make a statement which I cannot quite under- 
stand. You said that if all controls were off, prices would drop. Well 
now, if consumer goods are in bad shape now because of that, what 
kind of shape would they be in if prices dropped? 

Mr. Jones. Well, the point is that sales are bad to some extent 
because of the inability of retailers to intelligently merchandise. and 
promote the sale of goods. 

Mr. Ratns. I know, but that is a small matter in the whole picture. 

The CuHarrMAN. It seems to me that if you go into a free competi- 
tive market, with the people’s pockets full of money, the fellow who 
can pay the highest price will get the goods. I am in favor of a free 
competitive market, so far as it can be established without injury to 
the national economy, and I think private enterprise, unrestrained, is 
the thing that has brought to our country the great prosperity we 
have, but right now it seems to me there is still an emergency existing 
and we haven’t vet felt the full impact of expenditures for defense. 

Mr. Jones. Mr. Chairman, there is not a shortage in any type of 
consumer goods today that we know of. The opposite is true. The 
Federal Reserve figures on retail and manufacturing inventories 
show the highest inventories in history, and they are not moving into 
consumer channels normally. 

The Cuarrman. What is the reason? 
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Mr. Jones. The things that produce inflation are shortage of 
goods coupled with the high purchasing power. We have got the 
high purchasing power, that is being saved in a great degree today, 
but we have tremendous quantities of goods available which people 
today are not buying. That is actually a deflationary picture. 

Mr. Rarns. Mr. Chairman, I agree that there are a lot of bad 
danger signs from the deflation angle, but I think you had better 
reexamine your economics on this a little bit, Mr. Jones. 

As a matter of fact, prices today are at peak levels. What I think 
the trouble is, is that the people are not spending their money because 
of the high prices. If we were to take controls off and prices were to 
drop, where would you be then? 

Mr. Jones. Mr. Rains, if I can touch the first part of your state- 
ment first, prices today are under ceilings generally, at the retail level. 

Mr. Rarns. That is correct. 

Mr. Jonses. They are not at peak prices by any means. 

Mr. Rains. I think maybe ceilings are too high, and you have got 
your prices too high. 

Mr. Jonns. Mark-downs today, from original prices, are extremely 
heavy. Goods will not move at ceiling prices and will not move in 
many cases at substantially below ceiling prices. 

Mr. Ratns. The Bureau of Labor Statistics just completed a study, 
and they say that consumer prices in March 1952 were at peak levels. 
Is that right or not? ; 

Mr. Jones. We do not think that that is right, because there is a 
great lag in the BLS figures, and they do not reflect the situation today. 

The CHarrMan. What effect has the down payment required by 
regulation W had on the movement of goods in retail trade? 

Mr. Jones. Let’s put it this way: If you make the down payment 
too high, you shut out a very large number of the low- and medium- 
income families. 

The CuarrMAn. Were the down payments too high? 

Mr. Jones. I mean you push them out of the market or into a 
lower-priced item, if there are variations in lines. 

The CuarrMan. Well, did you consider the down payment too high 
under regulation W, on the goods in your industry? 

Mr. Jones. Among the automobile dealers, they can prove by their 
own figures that the down payment was too high. 

In the case of home furnishings, goods which last a considerable 
period of time—I am talking about durable goods now, of course—if 
you make the down payment too high you simply foreclose them from 
buying. 

Mr. Rains. The suspension of regulation W then should help that 
situation? 

Mr. Jones. That is right, in the fields where consumer credit is 
used, it should be a stimulant to business. 

Mr. Parman. I am impressed that there is enough money available 
to have real inflation now if the people were inclined that way anyway. 

The savings, for instance, are the highest in our history. There is 
more money available than ever before in history. So it is really a 
matter of public sentiment, what the people want to do about it. 
They could cause a real serious ruinous inflation right now, with the 
purchasing power they have. 
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The CHairman. We have the highest national income ever in our 
history. 

Mr. Rains. That is what I had in mind when I asked the question 
a moment ago, knowing there is more money available than ever be- 
fore. 

Mr. Jones. There are more goods available than ever before. 

Mr. Rarns. That is what I say, they have the money to buy with, 
you have the goods, what is wrong? 

Mr. Do.uinGer. Prices are too high. 

Mr. Rarns. I do not know if that is true, but it looks odd to me, Mr. 
Jones. F 

Mr. Jones. Let us take a brief look at what- happened after Korea. 
After Korea, there were great price bulges. As a matter of fact, while 
they were inflationary, they were not caused by inflation. The reason 
people rushed to buy in those times—and that is contagious—was for 
two reasons: They thought the price level was going up, but mainly 
they remembered the shortages of the last time. 

Now, consumers ran out of money, and the boom stopped, and 
since that time we have gone along on a pretty even keel. ; 

Mr. Patman. They did not run out of money, I do not think. 

Mr. Jones. Well, the buying stopped, Mr. Patman. 

Mr. Parman. I know, but it was not because they ran out of 
money. 

Mr. Jonrs. Many families did, Mr. Chairman. 

Mr. Rains. There is a lot to what you say, and I hope you did 
not misunderstand my question, because I am confronted in my 
district in Alabama with such a situation as you describe, but I am 
unable to see the efficacy of the argument that all you have to do is 
just remove controls, at a time when prices do not even approach 
ceilings. 

Mr. Jones. Mr. Rains, anytime, in a free economy, which we have 
built in this country, you impose controls, and particularly controls 
on prices, you throw sand in the gears of that economy and you slow 
it down, inevitably. 

The economy cannot work nearly as well, because it is the millions 
of decisions made, pricewise and economicswise, over this courtry, 
that makes this economy tick, and the minute you start Writing rules 
and regulations in Washington, when you do not need them, you are 
doing damage to the economy, and [ think that is basic. 

If we needed them, I would not be here arguing about it. 

Mr. Burton. As Mr. Rains has said, there is an over-supply of 
poultry right at the moment, and I believe that is generally so in 
consumer commodities. But with the savings of today, is it not 
possible that if the public took the other tack and went out and started 
to*buy, we might still have a runaway inflation? 

Mr. Jones. Mr. Burton, that is the point I made a little while ago, 
that you can always reimpose controls if something happens to make 
people change their buying habits, and in my opinion only another 
Korea, or something that is world-shaking, is going to change con- 
sumers’ buying habits very much. 

Mr. Burron. Is it your idea it will be very much more disrupting 
to business to reimpose controls, than it would to carry some kind 
of ‘stand-by law? 
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Mr. Jones. Well, I think you can carry the law on the books. 

Mr. Burton. Do you feel that we cannot have a continuance of 
inflation without some international crisis which does not at present 
exist? 

Mr. Jonss. I think the inflationary threat is over, barring some 
international crisis of some kind or other, and if that happens, if you 
leave the powers on the books, you can very quickly reimpose them, 
and actually, the powers on the books ready to use, are in themselves 
a deterrent to price increases. 

Mr. Burton. There are still shortages of certain strategic metals 
for defense purposes. What would you do in those instances? 

Mr. Jones. IJ think that is an entirely different situation than con- 
sumer goods. Probably controls are needed on scarce materials, 
without much doubt in my opinion, but we have seen a weakening now 
of the price of lead, which dropped for the first time this week 2 cents 
a pound. Two weeks ago they took controls entirely off 16 basic 
commodities. 

And actually, the price effect was very little, on those 16 basic 
commodities. 

There are a number of things of that kind. Mr. Arnall said the other 
dav that he was going to take price controls off cotton. He backed 
away from it a little later. But what has happened to the price of 
cotton since Mr. Arnall said he was going to take controls off? Prices 
went down. 

Mr. Douumncer. You remember a decision last year of the Supreme 
Court on the fair trade law? 

Mr. Jonzs. Yes, sir. 

Mr. Doturmcer. Do you know what the effect of that was? As 
soon as people thought they were getting a bargain they flocked to 
the stores and bought everything they could get their hands on. 

Is that not the general feeling of the public today? They want to 
get a bargain, pay for a thing which is fairly priced and not overpriced. 

Mr. Jones. The best example is the price war in New York. 
People rushed for a short time to buy those real bargains, but it did 
not last very long, and the retail business in those lines was not 
materially affected in 1951—the total volume of business was not 
materially affected. 

Mr. Fucarer. Mr. Jones, is it not mainly the opposition of the retail 
merchant to controls largely because it is a matter of annovance, or 
an irritant, with its requirements of compliance, rather than the actual 
effect on the movement of commodities? 

Mr. Jones. No, that is a great point, and it is costly. It imposes 
a cost upon retail distribution which is not justified today by the 
situation. 

In addition to that, however, it destroys the retailer's flexibility 
to merchandise. 

Mr. Fueatrr. Would your association be too much concerned about 
it if your merchants were not constantly indicating their opposition 
to it because they have to comply? 

Mr. Jonns. Well, retailers generally, I think, are complying. 

Mr. Fuearte. I think they are, too. 

Mr. Jones. Yes. I think they are complying. But the job of 
complying is a trenendous job in itself, and it takes a tremendous 
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amount of the retailer’s time generally that he ought to be using in 
selling goods to people. 

Mr. FuGatrs. Suppose controls were on a stand-by basis and the 
merchants were actually not required to do that. Do you think it 
would have any great effect on the movement of commodities in the 
channels of commerce? 

Mr. Jonus. I think it would. I think it would be a great stimulant. 
But not a stimulant to price. It would be a stimulant to merchan- 
dising, which after all is what keeps factories running, retail merchan- 
dising, selling more goods to more people. 

Mr. Ratns. Will you yield, Mr. Fugate? 

Mr. Fuears. I yield. 

Mr. Ratys. Suppose the law was enacted so that all goods that 
stayed under ceiling for a certain length of time were to be decontrolled. 
That seems to be what you are talking about. And you get down to 
the retailer level, and you eliminate the reports which they have to 
send in, which I think should be eliminated. 

How would the administrator ever know whether the retailer in 
Collinsville, Ala., for instance, was doing, and how he had marked up 
his prices, if there were no reports? How could he administer it? 

Mr. Jones. I would like to talk about suspension rather than 
decontrol. 

Mr. Rains. Well, we can use the word “suspension.”’ It would be 
the same thing. 

Mr. Jones. The Administrator tomorrow could suspend all con- 
trols at retail, leaving the controls regulations on the books, and he 
would simply have to require the retailer to keep the same records 
that he normally kept, and if he did that, they could impose the 
present retail regulations in 24 hours, and in 24 hours, retailers, 
familiar with the old regulations and used to working with them, 
could adapt themselves very quickly if some crisis required their 
reimposition. 

Mr. Burton. Mr. Rains, may I inquire? 

Mr. Rarns. Yes. 

Mr. Burron. Are you recommending suspension rather than 
decontrol? 

Mr. Jones. That is right. I said earlier that we took no position, 
and that the Congress only has all the facts. That is our basic 
position. But we do recommend, if necessary, a mandatory sus- 
pension of consumer goods prices, leaving the powers on the books as 
a minimum. 

Mr. Fuacarter. Your idea, then, is to dispense with an organization, 
so far as compliance is concerned, or controls? 

Mr. Jonrs. That is right. 

Mr. Fueate. In the event of need, then you would simply reor- 
ganize again? 

Mr. Jonus. Yes. 

Mr. Fuearr. Do you not think there are inherent dangers in that? 

Mr. Jonns. Well, if we are going to keep a large staff of people at 
work for many, many months, going through motions, when they are 
not needed, I think the cost is tremendous to the Government in 
itself, and you could put that machinery back together very quickly; 
very, very quickly. 
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Mr. Fueare. I think we will be able to tell within another 12 months 
what the over-all situation will be, and it would cost more money to 
reimpose controls than it would to continue them as they are presentl, 
for 12 months. 

Mr. Jones. In my judgment, if you suspended all controls at 
retail today, within a very short time you could reimpose them with a 
minimum of flurry, because the memory would still be there as to 
compliance and operation. I do not think that would be a problem. 

If we are going to wait, to get rid of controls, just because of the 
problem of having somebody right on hand all the time to get compli- 
ance, enforce compliance, I just do net know where we are going to 
end up on that kind of a theory. 

On that theory, we ought to have, even in peacetime, a crew of 
people. 

Mr. Fueatr. No; I am not talking about peacetime. We are 
not in peacetime now by any means. We are spending billions 
and billions of dollars for national defense, which, of course, we are 
not going to do in normal peacetime, and you have all the potentials 
for a runaway inflation, larger savings in the history of the country —— 

Mr. Jones. We have a lot of potential for deflation, too. 

Mr. Fugarr. We have some, I agree. But I think those for 
inflation are more pressing than those for deflation at the moment. 
Next year may be different. ; 

Mr. Jones. If we are going to wait until next year to see what the 
situation is, we are going to take all of the penalties that go with a 
system of controls where they are not needed, and since they could 
always be reimposed if a crisis arose, it seems to me that all of the 
economic and financial arguments are on the side of suspending this 
thing, and putting the shotgun behind the door until we need it. 

The CHarrMANn. Would vou not consider that the supply of monev 
and credit now in the hands of the people of the United States, is out 
of balance with the production of consumers’ goods and services? 

Mr. Jones. Mr. Chairman, it is my opinion that when people save 
money, it means that they would rather have some dollars, and an 
anchor to windward, for their own economic security and old age. 
It means they want to do that worse than they want to buy goods. 

The CuarrMan. I do not know about that. 

Mr. Jones. I think these savings are a very healthy thing. 

The CHarrmMan. They usually buy what they want, if they can 
buy it. They think less about the future than they do about their 
present comforts. 

Mr. Jones. I do not think that people dip into their savings gen- 
erally unless under grave, grave compulsion. 

Mr. Coir. Personal savings have gone up. 

Mr. Jones. Personal savings are at a very high rate. 

Mr. Coie. Along that line, 1 think we sometimes lose sight of some 
of the fundamentals in connection with the control of inflation. 
I have been trying to determine what are the causes of inflation, and 
stated simply and in language representing the thinking on the part 
of everybody that I know, the Government people interested in 
stabilization, and economists, and people who are for and against 
price control, it has been said that the causes of inflation are too many 
dollars chasing after too few goods. In other words, just what the 
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chairman said. The balance of dollars against a supply of goods is 
not right. 

Now the thing I am commenting upon is this; I talked with Mr. 
Fleischmann when he was before the committee about the supply of 
consumer goods today. So far as I am able to ascertain, in discussing 
the matter with him and with other Government officials in charge 
of such matters, we now have no real shortage of consumer goods. 
If there is, [have not been able to find it, and no witness has been able 
to tell me that there is a shortage of consumer goods. 

Mr. Jonus. There is a surplus. 

Mr. Cote. Yes; there is a surplus. All right. 

However, ‘there is today, and in the future, a plan to spend more 
and more money, by the Government. So it becomes a problem of a 
surplus of money. It is a fiscal problem. So I think the issue is 
centered, then, on the need to decide the question as a fiscal problem, 
and any inflationary impact today is brought about by the reason of 
too much money, and not too short goods, ‘and we can solve the ques- 
tion of inflation today on a fiscal basis—in other words, by indirect 
controls. I am just making a speech, I guess, but I wanted to bring 
that out because of the discussion this morning. 

Mr. Jones. If I can make one point in answer to that one, sir, I 
am terrifically impressed personally with the fact that today, with all 
of this defense picture, only 14 percent of our economy is devoted to 
defense. 

Mr. Coir. Again that 14 percent of our economy is 14 percent of 
the dollars. 

Mr. Jonns. That is right. 

Mr. Cone. And I find it is not 14 percent of the consumer goods. 

Mr. Jones. For 14 percent of the national wealth. 

Mr. Cour. That is right, it is a fiscal policy today. It is not a 
question of shortage of consumer goods. 

Mr. Jonss. That is correct. 

Mr. Coxe. That is all. 

The CuarrMan. Are there any further questions? 

Mr. Nicnouson. | was just wondering if there was somebody here 
who was going to speak on textiles. I come from a textile area and 
I want to know why people are not working, and there are plenty of 
goods, and yet we have price controls. Nobody buys, and vet there 
are plenty of goods. 

Mr. Jonxs. And textiles are as soft today as they are in any gener- 
ally soft price situation. There will be somebody to speak about that 
later, Mr. Nicholson. 

Mr. Berrts. In the event of suspension, who determines if there is 
necessity for reimposing controls, Mr. Jones? 

Mr. Jones. I am very glad you asked that question. I think there 
are two ways to do it. 

As I said earlier, I think the Congress ought to provide for man- 
datory suspension of controls on consumer goods, as a minimum. If 
the law is to be extended, they ought to be mandatorily suspended. 

There are two ways in which they could be reimposed. There are 
two criteria, one of which should be used. Either by a concurrent 
resolution of the Congress, or by order of the President ratified by the 
Congress. 
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Mr. FuGarr. Suppose the Congress is not in session? 

Mr. Jonus. Well, I think in that case, if the need for reimposition 
of controls became apparent, Congress would be called in specia! 
session anyway. If there is any justification for reimposition, we 
would be in a situation where the President would probably call the 
Congress back. 

Mr. Cote. During the last campaign he did it. 

Mr. Jones. Mr. Chairman, I am sorry | have taken up so much 
of a limited time, and I would ask this committee to give consideration 
to hearing other witnesses here who are more competent than I am, 
and who have more facts, and I hope that the exigencies of the House 
needs will not prevent you from hearing those people. 

The CHarrMAN. We will have to adjourn at 11 o’clock and we will 
do the best we can. 

Mr. Jones. I would like to close on one note, and that is in regard 
to one segment of retailing, and that is food. In my opinion, it is 
almost a crime that the food industry, the industry that moves the 
largest tonnage of goods in this country, at the lowest prices of any 
goods, at the lowest costs of distribution, and at the smallest profit 
per dollar of sales, is the one glaring example in retailing where the 
industry has been discriminated against by the price regulators, and 
I would recommend that you pay very close attention to that, Mr. 
Chairman. 

The CuatrMan. All right, call the next witness. 

The CLerk. The next witness is Mr. G. L. Ward, National Retail 
Dry Goods Association. 

The CHatrMan. Mr. Ward, we haven’t very much time, so I 
suggest that you proceed as expeditiously as possible. 


STATEMENT OF G. L, WARD, ON BEHALF OF THE NATIONAL 
RETAIL DRY GOODS ASSOCIATION 


Mr. Warp. I appreciate this opportunity to appear before your 
committee. My name is G. L. Ward. I am associated with S. H. 
Kress & Co., operator of retail stores in 29 States and Hawaii, and I 
appear today on behalf of the National Retail Dry Goods Associa- 
tion. NRDGA is a voluntary trade association of some 7,500 de- 
partment, specialty, and chain stores. We represent retailers located 
in every State in the Union and the District of Columbia. The total 
annual dollar volume of sales of the membership of our association 
exceeds $10 billion at retail. 

From the very beginning of consideration for the need of the De- 
fense Production Act retailers have held the welfare of the Nation 
uppermost in their deliberations. 

Even before the Korean war they established a committee on 
emergency controls designed to prepare for any eventuality. 

In hearings before Congress they unselfishly took a reasonable 
attitude in the recommendations they made. 

From the start retailers have contended that true control of infla- 
tion goes deeper than control of prices, which are in effect only the 
result of other more basic factors. These more basic factors have 
not been sincerely applied by the administrative powers in control. 

Retailers have placed their faith and reliance on Congress to hear 
the facts and make the decision as to whether price and wage controls 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


tion 
cial 

we 
the 


uch 
ion 
1m, 
use 


vill 


urd 

is 
the 
ny 
rfit 
she 
nd 


[r. 


ail 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 473 


were needed. They have abided by your decision and have complied 
with the laws you passed. 

To the extent that circumstances have changed substantially, the 
NRDGA believes that new conditions require complete rethinking of 
the problem and may call for important modifications in the control 
program. However, we recognize that current international conditions 
may reflect uncertainties in our defense needs for the future, and to 
that end we urge that the Congress explore thoroughly and completely 
whether there is a need for continuing controls in order to insure that 
the economy which contributed materially to the success and potency 
of this Nation is not being made the political scapegoat for bureaucracy. 

We have always maintained that except in a national emergency, 
all direct controls on the normal functioning of the economy should 
be vigorously opposed. Excessive controls tend toward the federaliza- 
tion of power, undermine the democratic process, and lead ultimately 
to the police state. The threatened inflation of 1950, in the opinion 
of many, constituted a national emergency requiring direct controls. 
At the time the association adopted the stand, which was supported 
by the great majority of economists, that even under the threat of 
inflation, the principal attack must employ the tested fiscal measures 
which have proven effective in the past, namely: 

1. General credit controls, including higher interest rates and 
curtailed Federal Reserve support of the Government bond market. 

2. Selective credit controls, including restrictions on certain uses 
of credit. 

3. Reduction ia the nondefense expenditures of Government at 
the National, State, and local levels. 

4. A sound and effective program for promoting voluntary saving. 

5. All possible encouragement to increased output. 

6. The use of types of taxation that will effectively reduce con- 
sumer spending, without increasing the total tax burden. 

To be frank we believe that Government presents the greatest force 
to create inflation. Deliberate inflation was inaugurated during a 
depression and the habit, like a narcotic, has remained with us. The 
need for inflation is gone, but we continue to follow its path. Our 
expenditures exceed those of 1929 by 28 times, we have 2% million 
persons on the Federal payroll, we have the largest budget in the 
history of any government and a national debt larger than the rest 
of the world put together. 

We believe that from a practical standpoint, great progress could 
be made in any fight against inflation, by the scaling down of a too- 
big Government. By this we mean not only in size but in impact 
upon the business life of the country. A tax program within the 
econome means of the people, but within the bounds of our ability 
to pay must be adopted. Our tax system has now reached the point 
of diminishing returns. 

If our Nation is to survive this inflation we must all understand 
its source, how it affects our economy and what we can do to reduce 
its impact. Our present inflation is the result of the reduction of 
the purchasing power of the dollar through monetization of Govern- 
ment deficits created by Government spending more than it collects 
in taxes. 

I do not mean to imply that we should collect more taxes. We 
are already taxing at a rate that is destroying capital and real earn- 
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ings, discouraging business expansion, hampering 
initiative, and actually reducing taxpaying ability. 

Expressed simply, watering of the money supply has resulted in 
about four times as much money chasing twice as many goods, which 
reduces the purchasing power by about one-half. Some place along 
the line we must stop watering our money, live within our income and 
allow production to catch up to what we have already anticipated 
ahead of its time. 

During World War II incomes outstripped prices because of arti- 
ficial controls. During the postwar period we experienced what 
everyone thought was prosperity. This belief is false—all that hap- 
pened was that we appeared to prosper—until prices caught up with 
incomes. 

This prosperity, although false, is over. Since Korea we have been 
in the throes of rising costs—we no longer ‘“‘prosper’’ from inflation. 
In fact, costs are now outrunning prices. While at the same time 
high taxes, including excess-profit taxes, are draining increases in 
incomes of successful business. We have now reached the stage where 
we must decide whether or not we are going the way of other nations— 
namely, to the point where Government credit is destroyed and 
purchasing power of individuals goes on the toboggan. Whether or 
not we reach this final stage of inflation will depend upon what we do 
immediately, and continue to do over the next few years when the 
threat of inflation is ever present. 

Inflation is necessary in the minds of some surface thinkers... They 
believe that we must have inflation in order to maintain the huge 
Government machine we have created in this country. This I do 
not believe any more than I think that a family can operate the way 
the Government has been trying to function. Size does not change 

economics. The only thing that has been changed is that the minds 
of people have been diverted while this program of dollar devaluation, 
Government controls, the building of the super state go on. Soon we 
must face the facts. They will be painful, but the alternative is worse. 

The fact is that despite the ever-increasing demands of Government 
for added tax revenues for defense, the need for which has now been 
postponed to 1954-55, we know that this is the time to call a halt to 
wasteful and inefficient government and at the same time to insist 
that Government expenditures be confined only to those activities 
most urgently needed. 

Fhis is especially so when we note that the Commerce Department 
reports that the annual rate of wages and salaries before taxes in 
January 1952 hit an all time high of $175.6 billion. Of this, the annual 
rate of all Government payroll rose $300,000,000 to reach $31.7 
billion. Private industry payments fell $100,000,000 to 143.9 billion. 
Can it be that over 18 percent of the annual rate of wages in this 
country is necessary for governing purposes? Do we need, 2,500,000 

employees exclusive of the Armed Forces on the Federal payroll? 

Speaking of Government payrolls, we invite attention to a recent 
editorial of the News, a local paper in Cascade, Idaho, of the Office of 
Price Stabilization—one which the News says is among the smallest 
in the Nation—the annual total payroll comes to some $320,000 for 
63 employees at salaries ranging from $2,750 to $9,600. 

It takes one-third of a million dollars a year for salaries for that 
office to say nothing of rent, transportation, expense accounts, sup- 


private individual] 








7.) hue Y 


ee ee are ee é oa ntneoetitalaeheeeaeeem 6 CUMS ClO Um eS a 








dual 
d in 


hich 
long 

and 
ated 


arti- 
vhat 
1ap- 
vith 


een, 
ion. 
ime 
; in 
rere 
s— 
and 
"or 
do 
the 


hey 
uge 

do 
ray 
nge 
ids 
on, 
we 
Se. 
ant 
en 

to 
ist 
ies 


nt 

in 
lal 
7 
nm. 
11s 


00 


nt 
of 
st 
or 


ut 
iu 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 475 


plies and all the other items of overhead. Multiply this figure with the 
number of such offices around the country and we wonder whether 
this wasteful expense might better be directed toward defense? We 
maintain that the time has come when Government must live within 
its means without confiscatory and destructive taxation for non- 
essential activities. 

Besides failing to establish effective antiinflationary fiscal measures, 
the administration failed to estimate accurately mobilization needs 
and completely underestimated our industrial capacity. Moreover, 
the Government’s program failed to establish workable controls over 
the various elements entering into costs. 

Under these conditions it is patently impossible for any controls to 
work effectively and hence it is important that before the Congress 
extend the power to control it consider whether controls have been 
administered properly, fairly, and equitably as specifically intended 
by the act. 

When Ceiling Price Regulation 7, the basic retail control directive, 
was issued on February 27, 1951, the State of Considerations provided: 

It should be noted, parenthetically, that any increase in the unit overhead 
costs of retailers will be absorbed by retail sellers under this regulation. Actually, 
there is little reason to suppose that in the period immediately ahead, the unit 
overhead costs of retailers will rise. On the contrary, a continued high level of 
sales, @ market in which mark-downs will be less important, and in which some 
services may have to be reduced, are more likely to assure a reduction in the 
ratio of operating expenses to sales. 

Actually this ‘“‘forecast’’ was about as wrong as wrong can be. 
Unit overhead costs of the retailer did rise, and sharply; mark-downs 
became more important rather than less important; there was not a 
continued high level of sales; no services were reduced; and the rate 
of operating expense to sales rose instead of declining. As a conse- 
quence of these unforeseen developments, retailers find themselves in 
a virtual strait-jacket. They alone among the important elements in 
the economy have no tolerance, no hardship provision, no element of 
flexibility that could be invoked. 

Unfortunately as retailers we are on the receiving end of a program 
that is designed for a situation over which we have no control. We 
have nothing to say about prices, I want to make that clear. The 
cost of manufacture, the cost of operating a retail store and the price 
the consumer will pay for merchandise, control to the penny the price 
we charge. 

Our real function is to find the goods the consumer wants and then 
try to make those goods available to the consumer. With the added 
cost of price control to the individual store, the sharp changes in the 
buying habits of our customers and the extremely soft markets on all 
goods, we found 1951 a most difficult year. In a recent report by the 
Controllers’ Congress of the National Retail Dry Goods Association 
it was revealed that 22 percent of the stores reporting had operating 
losses last year as compared to 6 percent in 1950. 

Net profits, and I should add here that we calculate them after 
taxes, declined to 2.4 percent of sales, the lowest since 1939. This 
indicates that retailers do not need to be policed by Government to 
make sure they do not sell goods above sditnen Competition under 
full production has brought prices in line. We would be happy to sell 
somewhere near ceiling prices the goods we have on hand. 
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We could address our remarks at great length to Office of Price 
Stabilization actions that unjustly affect retailers but for the sake of 
brevity, I will refer to one important example of excessive assumption 
of authority. 

I wish to raise objection to section 405 of the Defense Production 
Act. This section has been so interpreted by the Stabilization Agency 
that we believe it should be deieted from the act. The authority 
given OPS and WSB by this section reaches far beyond the intent 
of Congress. In fact, under this authority the executive branch has 
attempted to bar judicial review of a governmental agency’s findings. 
Here we have a situation where the agencies act as judge, jury; and 
prosecutor over the rules promulgated by them. 

When the agency has made a determination in a case such as a 
violation of an order or regulation this is the authority they assume 
they possess. J will quote from General Order 15 issued April 3 of 
this vear: 

Any such determination shail be conclusive on all executive departments and 
agencies of the Government, and they shall disregard and disallow the amounts 
thus certified. Any determination made pursuant to this authority under the 
Defense Production Act, as amended, shall be final and not subject to review by 
the Tax Court of the United States or by any court in any civil proceeding. 

This gentlemen, is, in my opinion, a gross presumption of authority. 
Even the vilest criminals are entitled to a fair and just trial. This is 
not true of a businessman under section 405. 

As further indications that the time for seriously considering sus- 
pending controls may be near we point to the fevelling off of defense 
spending, the lifting of limitations on new construction, the easing 
of production restrictions on automobiles and other users of vital 
metals, and the cut-back on stockpiling essential materials. 

We cannot overlook the alleged stabilization of wages as a major 
problem. Despite the fundamental precept that prices cannot be 
effectively controlled unless wages are similarly controlled, the Wage 
Stabilization Board has authorized the following minimum wage 
increases on average earnings: 10 percent over wage levels of January 
1950, 6 percent annual increase for merit and/or length of service in 
1951. 

6 percent annual increase for merit and/or length of service in 1952, 
4.2 percent cost-of-living increases. 

Retailers have opposed too the assumption of dispute settling powers 
by the Wage Stabilization Board for we believe that such problems 
should be handled by the specially established procedures of the 
Federal mediation Service and the Labor-Management Relations Act. 

Moreover, the Wage Board has expanded its areas of activity not 
only over direct wage issues but also to include such noneconomic 
matters as union security, which may result in the establishment of 
the compulsory union shop and mandatory dues check-off by Govern- 
ment edict. This supports or worst fears that Government controls 
can be excessive even in an emergency, so as to destroy another 
principle of democracy, freedom to bargain or not to bargain col- 
lectively. 

Before concluding my remarks, I feel it incumbent to refute the 
erroneous and misleading statements that have been made by Gov- 
ernment witnesses concerning what the uninformed have called the 
guaranty of profit to retailers under section 402 (k) of the Defense 
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Production Act. That provision, has not and cannot underwrite a 
profit for retailing. It merely recognizes and insures to retailing a 
customary method of doing business which has characterized that 
trade from early days—namely, a percentage mark-up method for 
determining prices. 

Should the Congress decide that there is a need for extending the 
control powers provided in the Defense Production Act, then the 
principle of percentage mark-ups of section 402 (k) must be retained. 

In concluding, I reiterate the basic proposition that price controls 
cannot possibly curb inflation. I assure this committee that retailers 
will rely on the judgment of the Congress with respect to our need for 
direct controls. 

Now, Mr. Chairman, the question was brought up about prices 
being below ceiling, and why would retailers be interested in the sus- 
pension of price controls. 

I think there are psychological factors involved that perhaps we 
haven’t thought about. In other words, there has always been a 
threat on the part of the Office of Price Stabilization to reduce ceiling 
prices. That makes a retailer inclined to be fearful of reducing his 
present prices, to move his merchandise. 

On the other hand, you have the public, psychologically, hoping 
they are going to get lower prices, and as a matter of fact, having some 
expectations of that. 

So I think that there is a good reason for suspension of price controls 
just for psychological reasons, when we have a situation such as we do, 
with plenty of merchandise. 

In other words, the difference between 1946 and 1952. In 1946, 
when price controls were removed, there were scarcities, and there 
was a price rise. ‘Today, there are no scarcities. As a matter of fact, 
probably the only scarcity is warehouse space to put the merchandise. 

I think if these controls were suspended that it would give retailers 
freedom of action to operate as they are used to operating, and know 
how to operate. 

I would also like to bring up this matter of the cost of the OPS to 
the retailer, and also to the Nation in taxes. In the first place, I can 
only speak for my own company. We have figured that a year under 
price controls costs our company $365,000. 

Now, that would mean a cost of $1,400, approximately, per store— 
you have no idea how much time is consumed on the part of key em- 
ployees in the store. 

Mr. Berts. Is that $1,400 a year? 

Mr. Warp. Yes, sir; in other words, $365,000 per year for 259 
stores which works out to approximately $1,400. 

Mr. Burton. That, of course, has to be added to the price of your 
product? 

Mr. Warp. We cannot add it to the prices of the product, unless 
the price is below ceiling. In other words, it has to come out of 
profit. 

And you will find, in the controller’s figures, that 22 percent of 
department stores ran in the red in 1951. That, gentlemen, is an 
indication that retailers did not have a good time in 1951, and the 
trend of price increases, in 1952, is up. 

Mr. Burron. That, however, was not due to price control, but to 
market conditions. 
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Mr. Warp. Do you mean the increase in cost of operation? 

Mr. Burton. The unprofitable vear. 

Mr. Warp. Well, it is due partly to this feeling——— 

Mr. Burron. Too much competition? 

Mr. Warp. Sir? 

Mr. Burton. Too much competition? 

Mr. Warp. Well, that is what brought prices down. Price control 
did not bring prices down. 

Mr. Burton. I agree with you there. 

Mr. Warp. It was free competition, below these ceilings we are 
talking about. 

Now, the retailer, faced with this prospect of losses, and also the 
threat of the possibility of an OPS, or control agency, reducing ceiling 
prices, to reduce his flexibility—in other words, suppose expenses go 
up to a point where even the OPS admitted that they would have to 
give increases to retailers and recognize wages increase, transportation 
increases, and things like that, that go into the cost of operating a 
store 

Now, take the cost to the Government, or cost to the people, of 
this OPS. Boise, Idaho, is probably the smallest area operation of 
the OPS. They have got 63 employees that earn from $2,700 to 
$6,900. That costs $320,000 a year. A third of a million dollars for 
the smallest OPS office in the United States of America. That to me 
sounds ridiculous, because, from my own experience under OPA 
days, and also under OPS days, you have too much personnel in 
OPS, and not enough people that know what the regulations actually 
are. 

That js particularly true in the field. Here in Washington, of 
course, you have much more expert people in the operation of price 
control. 

Mr. Brown. Do you care to comment on the Herlong amendment? 

Mr. Warp. Well, I think that the Herlong amendment is the only 
protection that retailers have, if we are to have price control. There 
has been no provision under price control, for any relief for retailers. 

Mr. Brown. This bill does not contain the Herlong amendment. 
It is very important that you comment upon it. 

Mr. Warp. This comment I am making now is in favor of retention 
of the Herlong amendment. In other words, that allows us our 
historic mark-up. However, even that historic mark-up is eaten into 
by increases in the cost of doing business. Without that mark-up, 
we would be restricted to dollars-and-cents ceiling prices. 

Mr. Mutter. How many retailers have applied for relief under the 
Herlong amendment? 

Mr. Warp. There is no necessity for relief. The Herlong amend- 
ment does not give relief. 

Mr. Murer. Have any applied for it? 

Mr. Warp. There is not any relief for retailers. There is no pro- 
vision for relief. The Herlong amendment just guarantees us the 
mark-up that we had as of a base date. Now, all these increases—— 

Mr. Mutter. Then your ceiling prices have been fixed by OPS in 
accordance with the Herlong amendment? 

Mr. Warp. Yes, sir. 

Mr. Mutter. So you are satisfied with that operation? 
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Mr. Warp. The Herlong amendment must be retained if we are 
going to stay in business. 

Mr. Mutter. How about using the Capehart amendment in accord- 
ance with the new decision of the courts? 

Mr. Warp. That would provide retailers with a form of relief in 
the squeeze that they have to face, by having to use the same mark-up, 
but not allowing the increased cost to be applied. 

Mr. Mutrer. The Capehart amendment gives you your increased 
costs? 

Mr. Warp. Right. 

Mr. Mutter. Herlong gives you your mark-up. So under the 
Capebart amendment you first add your increased costs and you 
take that all into account in applying your mark-up? 

Mr. Warp. Yes, sir; that would be relief for retailers even under 
their present set-up. 

There is one other question I would like to talk about, which was 
this determination of an emergency, in the event of suspension of 
price controls. I think that price controls should be suspended. 
However, I think that Congress should decide whether or not they 
should be on a stand-by basis or completely eliminated. You gentle- 
men are going to hear a lot of testimony that will run counter, perhaps, 
to what we believe, and I think that in your judgment you will be 
able to make the best decision about whether they should be eliminated 
entirely or placed on a stand-by basis. 

I believe that there is no reason for price control under present 
conditions, or any foreseeable conditions in the next few months, 
barring some terrific international outbreak. 

Mr. Mutrer. But after July 15 we will probably not be in session. 
If we eliminate controls now, how can we get them back? 

Mr. Warp. If anything comes up that is a real emergency, I am sure 
the Congress will be in session, sir. 

I do not think the Executive should tell us what the emergencies are. 

Mr. Cousz. Of course, we might have another police action without 
Congress ever being here. 

Mr. Warp. Well I think that Congress——- 

Mr. Coun. The emergency powers of the President, you know, are 
assumed to be rather broad. 

Mr. Warp. I think Congress—and I hope Congress—will get back 
the power that is vested in Congress, and is being assumed by another 
branch of the Government. 

Mr. Mutter. Whether the President declares an emergency or 
assumes to act under power that he has or only thinks he has, scare 
buying may result without any Presidential or Executive action. 

Mr. Warp. I do not see how we can have scare buying when there 
isn’t anything you cannot buy, Mr. Multer. As a matter of fact—— 

Mr. Mutrer. Now immediately after Korea, do you mean to say 
we did not have enough goods on hand to meet the demand? 

Mr. Warp. After Korea? 

Mr. Mutter. Yes, immediately after Korea. I am talking about 
goods in the retail market. Never mind the defense items we needed. 

Mr. Warp. Well, I think that our productive machinery has im- 
proved tremendously since 2 months ago. 

Mr. Fueartr. But there were plenty of commodities, plenty of 
consumer goods at the time of Korea. 
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Mr. Warp. I think the economy was in fair balance. 

Mr. Burron. Is it your thought that we should have a suspension? 

Mr. Warp. Yes, sir. 

Mr. Burton. Rather than repeal? 

Mr. Warp. Yes, sir. And by suspension, I mean that it is sus- 
pended and we do not have these thousands of people on the Govern- 
ment payroll. I do not think that there is any need for activities of 
any kind at the present time. 

Mr. Burron. You seek relief from reports? 

Mr. Warp. Very definitely, sir. It is a tremendous job. Every 
shipment of merchandise that comes in—there may be several invoices, 
maybe a hundred invoices, covermg just one shipment to a store— 
every one of those invoices has to be retailed. It has to be marked 
up. For each item on the invoice you have to go to a pricing chart 
and find out what mark-up you are entitled to use, which involves 
calculations. 

That takes an average of 8 hours per week, of your key employees, 
such people as the cashier, and the supervisor and so forth. 

Mr. Burton. Relief from reports would save it $360,000 to which 
you referred? 

Mr. Warp. Yes, sir. 

If I have time, I would like to—and this will be the only complaint, 
gentlemen, about the present set-up—raise an objection to section 
405 of the Defense Production Act. 

This section has been so interpreted by the Stabilization Agency 
that we believe it should be deleted from the act, if we have any 
price control. 

The authority assumed by OPS and the Wage Stabilization Board 
by this section reaches far beyond the intent of Congress, I believe. 
In fact, under this authority the executive branch has attempted to 
bar judicial review of governmental agencies’ findings. 

Here we have a situation where the agencies act as judge, jury, 
and prosecutor. ‘To quote from General Order 15—when an agency 
has made a determination in a case, such as a violation of a regula- 
tion, this is the authority they assume: 

Any such determination shall be conclusive on all executive departments and 
agencies of the Government, and they shall disregard and disallow the events 
thus certified. Any determination pursuant to this authority under the Defense 
Production Act, as amended, shall be final and not subject ta review by the 
Tax Court of the United States or any court in any civil proceeding. 

Now the worst criminal in the United States gets a better trial 
than that. 

Mr. Mutter. Would it solve your problem if you were permitted 
to review those findings in the Emergency Court of Appeals? 

Mr. Warp. This, Mr. Multer, is a complaint about the present 
act. In other words, we think that this is assumption of power that 
is not delegated. 

Mr. Mutter. I am trying to follow your thought and find out 
how you want the situation corrected. 

Mr. Warp. We think section 405 should be deleted. 

Mr. Mutter. Your only complaint is that you are not getting a 
review in court. So why shouldn’t we give you the right to review 
it in court rather than take it out altogether? 

Mr. Warp. That is right. 
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Mr. Mutrer. Why should we not leave the section there and give 


. you the right of review. 


Mr. Warp. That is right. That would be all right. 

Mr. Mutrer. That is in the American tradition. 

Mr. Warp. Yes, sir. 

Now, I would just like to say something about inflation in a general 
way. I think that our present inflation is a result of reduction in the 
purchasing power of the dollar, through Government action, through 
monetization of Government deficits, created by Government spend- 
ing more than it collects. 

I do not think we should collect more taxes, however. I think we 
are already taxing at a rate that is destroying capital and real earn- 
ings, and is discouraging business expansion, hampering private 
individual incentive. As an example of that, I would like to refer to 
a construction company in New Jersey, with five partners. It is a 
rather large construction company. Recently, they had an oppor- 
tunity to bid on a $12 million contract. They started proceedings 
to figure out their bid. In the process of figuring the bid, their 
accountants brought to their attention that if they took this $12 
million contract, each partner would net $9 thousand. ‘ 

Now, if they made one mistake, and their expenses went just a 
fraction out of the way, they would lose money on the contract. So 
they decided not to take the contract. 

Now that is definitely due to a tax situation. 

The CHairnMan. There is a roll call on the floor. 

Mr. Warp. I think I had better conclude my remarks, gentlemen, 
because I understand you have to go to the floor. 

The Cuarrman. Yes; there is a roll call in the House. I am sorry 
we could not hear more witnesses this morning, but we will have to 
adjourn to reconvene at 10 o’clock tomorrow morning, when we will 
do the best we can to give the gentlemen who have not had an oppor- 
tunity to be heard, to be heard. They all have an opportunity 
however, if we cannot hear them, to insert in the record their state- 
ments. 

(Whereupon, at 11:05 a. m., the committee adjourned, to reconvene 
at 10 a. m., Friday, May 9, 1952.) 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


FRIDAY, MAY 9, 1952 


House or REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, the Hon- 
orable Brent Spence, chairman of the committee, presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, 
Deane, O’Brien, Bolling, Fugate, Wolcott, Talle, Cole, Nicholson, 
Widnall, and Betts. 

The Cuarrman. The committee will be in order. 

Our first witness this morning is Mr. William Green, pre sident of the 
American Federation of Labor. 

Mr. Green has long been president of this great organization, and 
we are always very pp to have his views on this question. 

Mr. Green, how long have you been president of the American 
Federation of Labor? 

Mr. Green. Twenty-five years, Mr. Chairman. 

The Cuarrman. It seemed to me to be a very long time, because in 
my recollection, I did not remember anyone else but you presiding over 
the American Federation of Labor. 

We are very happy to have you here, Mr. Green, and you may 
proceed. 


STATEMENT OF WILLIAM GREEN, PRESIDENT, AMERICAN FED- 
ERATION OF LABOR, ACCOMPANIED BY JOSEPH KEENAN, 
SECRETARY-TREASURER, BUILDING AND CONSTRUCTION 
TRADES DEPARTMENT, AMERICAN FEDERATION OF LABOR, 
AND BERT SEIDMAN, ASSISTANT ECONOMIST, AMERICAN 
FEDERATION OF LABOR 


Mr. Green. Mr. Chairman and members of the committee, I 
greatly appreciate the opportunity to present to this committee the 
views of the American Federation of Labor on the extension of the 
Defense Production Act. 

Involved in this legislation are many complex and trying questions 
which Congress must resolve. But overshadowing all these questions 
is the present and imminent threat of Communist aggression. It is 
that threat which has called forth the national-defense mobilization 
effort. It is that threat which makes it necessary for us to carry on 
to a successful conclusion our defense mobilization tasks. 

Organized labor in the United States stands today as the foremost 
exponent of free labor in the entire world. American trade-unions 
have built up over a period of years a system of contractual agree- 
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ments with employers, through voluntary collective bargaining, which 
govern wages, hours, and conditions of employment in the major 
trades and industries of this land. This voluntary system of estab- 
lishing wage and other labor standards by agreement is an indispens- 
able part of the whole competitive enterprise system on which America 
relies for its strength and its growth. 3 

Labor knows, management knows, and the world knows that the 
successful, effective, and constructive operation of the voluntary sys- 
tem of collective bargaining is the bulwark which safeguards our 
economic life, and the free society itself, from the invasion of the 
fundamental! freedoms on which it rests. 

When Communist aggression in Korea met with the determined 
will of the American people to resist such aggression, the country was 
electrified with the realization that our defense must be built up to 
sufficient strength and with sufficient speed to prevent all future. 
threats of aggression and to make a lasting peace secure. 

It is in full recognition of this urgent need that the American Federa- 
tion of Labor from the outset backed the defense mobilization program 
to the hilt. We knew then and we know now that in order to mobilize 
our economic resources it is necessary for all Americans to make the 
necessary sacrifices, to surrender some of their prerogatives, and to 
subniit to some forms of regulatory controls. 

American labor abhors compulsion. Yet as early as August 1950 
the American Federation of Labor declared its support of a stabiliza- 
tion program in order to safeguard the country from the ravages of, 
an uncontrolled inflation. Jn doing so labor voluntarily accepted a 
system of wage stabilization under a representative tripartite arrange- 
ment embodied in the Wage Stabilization Board. This labor did with 
the understanding that effective and equitable controls would be 
established to prevent an inflationary rise in prices and to keep in 
check living costs for all consumers. Fe 

Labor took this position reluctantly. But it did take it, and has 
consistently held it as a matter of urgent necessity in a national crisis. 
In doing so we placed public interest ahead of any private or selfish 
consideration. And in doing so, we recognized that economic stabili- 
zation constitutes a program in which every part is completely inter- 
dependent with its every other part. 

This is labor’s position today. We recognize that largely because of 
the weaknesses inherent in the legislation, economic stabilization has 
not been fully effective. It was not enough to cope with the full effect 
of the speculative wave which swept the country in late 1950 and 
early 1951 and which has driven the cost of living steadily upward. 

In the last few months, readjustments have been taking place. 
Prices of many commodities, driven to dizzy heights by speculation, 
have receded to less unreasonable levels. The fact that prices of 
consumer goods have been rising more rapidly than wages during this 
period has resulted in pricing consumers out of the market for many 
commodities. 

Despite the sag in prices of many items and the slackening of the 
immediate demand in many sectors, we do not believe that the 
inflationary danger has been overcome. 

In fact, we regard it as imminent. In a matter of only a few months 
the defense expenditures in actual disbursements for actual produc- 
tion will attain their full flow. It is an affirmative responsibility of 
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the Congress to prevent this second phase from turning into another 
wave of disruptive inflation. 

The second, and equally important, consideration is that the action 
of the enemy against whom we are defending cannot be predicted. 
We don’t know where or when he will strike. The aggressive initiative 
is in the hands of the Kremlin and is beyond our forecast or control. 
We should therefore keep our economy prepared for any full-fledged 
emergency that may at any time be upon us. 

The third consideration is that the war in Korea continues. Every 
American must not only discharge his full responsibility toward the 
men engaged in active combat there, but also must make sure that 
they are given full backing with the full power of our Nation’s defen- 
sive strength. The country cannot honorably countenance the 
rationing of ammunition to our men in Korea, while speculation and 
the flow of luxuries at home go unrestrained. 

Defense mobilization cannot be carried to its full effectiveness 
without the assurance of economic stability. Responsibility for the 
future of economic stabilization, and therefore for the future of defense 
mobilization, rests with this Congress. 

Materials and production: Sound and realistic administration of 
the program involving allocation of scarce materials and the most 
effective utilization of the Nation’s productive capacity for urgent 
defense purposes is indispensable to the success of our entire defense 
effort. We have no legislative recommendations regarding titles I, II, 
and III. There are, however, several problems involved in defense 
production which we consider most important and to which I would 
like to refer. 

Realistic administration of materials allocation in the future depends 
largely on our capacity to profit by the defense production experience 
of the last year and a half and our ability to modify the administrative 
machinery to respond to changing conditions. 

In the initial stage of the operation of the program, underestimates 
of supplies and overestimates of requirements placed undue hardship 
on many industries and firms. They brought even greater hardship 
to workers who had to shift to other jobs and often had their skills 
retrained for other work and sustained a loss in their incomes. In 
this first stage of the program, many of the mistakes were difficult to 
avoid. It was natural that in its eagerness to assure adequate supply 
for the Armed Forces, the Defense Establishment was quick to claim 
the maximum of scarce materials for military requirements. In many 
cases also, plans for new plant construction and equipment developed 
by business firms were hurriedly drawn up and often resulted in 
excessive claims for scarce products. These and other developments 
were taking place in the midst of large-scale outright hoarding, 
largely by speculators, business firms and individuals anxious to 
claim and hold scarce goods in a rising market for profit and for 
ready accommodation of their future business needs. The defense 
mobilization agencies have been slow in correcting these conditions. 

With the rapid expansion of supplies of most materials, and the 
resulting decline in commodity prices, muchrof the hoard was dumped 
back into the market. At the same time, revision of military require- 
ments resulted in a release of a substantial volune of materials for 
civilian use. 
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In the face of these developments, reappraisal of the materials and 
production controls is necessary. It is our view that prior considera- 
tion must be given to the materials supply for direct defense needs 
of the Armed Forces and of production and activities giving direct 
support to the defense effort. What could not be done before can be 
done now. Agencies claiming scarce materials should develop firmer 
projections of military requirements, and thus provide better guidance 
to all producers and to the civilian economy. 

While thus buttressing the sustained defense effort, it should be 
possible to assure healthy and unfettered growth of economic activity 
not in conflict with the military requirements. When the defense 
effort is successfully achieved, and we hope that day is not too many 
years away, our country will be confronted with the problem of resum- 
ing its normal economic balance. After defense production has passed 
its peak, a positive and concerted effort should be made to encourage 
healthy and unrestrained economic growth indispensable for stability 
and to sustain full employment. 

Voluntary effort and competitive enterprise have been the prime 
movers in bringing our country to the place it holds today. It has 
been the real powerhouse of our economy. It should play the leading 
part in the defense production effort. 

We offer the following proposals with regard to materials control 
and production: 

(1) In order to provide full measure of civilian responsibility and 
to satisfy the public interest in dealing with military requirements for 
materials and supplies there should be appointed a Civilian Board of 
Military Requirements and Allocations. It would be the duty of 
this Board to provide final review and screening of defense require- 
ments and to sift out superfluous requests for materials. The Board 
should consist of civilians of highest qualifications drawn from business 
and labor. It should be provided with the necessary staff for effective 
operation and have access to all information related to procurement. 
The Board should report to the President and its findings and recom- 
mendations should be binding on the Director of Defense Mobilization 
except as the President may otherwise direct. 

Appointment of such a committee would enhance the confidence of 
business, labor, and the public generally in the military planning and 
procurement. It would also help greatly in speeding the production 
program and expediting deliveries. ; 

(2) In order to enhance the voluntary participation in the defense 
production effort, management and labor in industries concerned 
should be given full opportunity of making a voluntary contribution 
to the formulation and execution of defense production policies. 

(3) When adequate supply of materials is assured, allocation of such 
materials and control of their flow should be ended. In all such cases, 
a simple reporting procedure would be appropriate to give the Govern- 
ment access to vital information and make possible prompt action in 
the event of a sudden all-out emergency. 

Many of our industries require anywhere from | to 2 years to plan 
and organize production and translate it into an actual flow of goods, 
services, or completed construction. To the extent consistent with 
the military defense needs, management and labor should be afforded 
the maximum opportunity for achieving steady and stable production 
and employment. Both would be helped by better guidance regarding 
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the real future defense production needs. Both should have the 
maximum of freedom and initiative in bringing our whole economy to 
its full productive effort. 

Price stabilization: As I pointed out, two developments have had 
the effect of diminishing the upward pressure on prices in recent 
months. One was the release of speculative hoards of many critical 
materials when their continuing shortages failed to materialize. This 
resulted in the lowering of price levels of a number of commodities 
directly related to defense production. Even after the readjustment, 
prices of these commodities still remain high and substantially above 
their pre-Korean levels. The important point is that almost without 
exception lowered prices of these commodities had no effect on the 
cost of living since, in the main, these were producers’ goods rather 
than consumers’ goods. 

The second development was some reduction in prices of goods due 
to the reduced consumer demand. We have clear evidence here that 
many consumer families have been priced out of the market as the 
result of the rapid price rise in 1950-51 and are no longer able to 
afford the purchases they otherwise would have made. There is also 
evidence that the total pressure of higher living costs on the average 
consumer’s family budget has forced families to trim their budgets in 
order to meet the increased cost of necessities of life. Here again the 
resulting adjustment did not affect the prices of cost-of-living essen- 
tials. 

Thus, despite the diminished demand and what is called market 
“softness’”’ in some sectors of the economy, the level of consumer 
prices as a whole continues to remain high with the prospect that it 
will rise still higher. 

In supplement I to my statement, I have briefly summarized the 
economic facts of the present situation which support our expectation 
that prices will remain high and are likely to go upward in the months 
to come as the result of continuing inflationary pressures. 

The burden of evidence is overwhelming that prices are now at an 
excessively high level, and that the pressures of the continuing defense- 
mobilization program are likely to force them still higher. 

Confronted with this situation, and with these prospects, American 
wage earners are clearly in need of protection of effective price con- 
nets. They know, and the Congress knows, that price controls can- 
not be turned on and off like a faucet. 

We are keenly aware of the fact that in many instances the present 
price ceilings maintained by the Office of Price Stabilization for many 
commodities are set at an extremely high level. This is mainly due 
to the effect of the wave of speculation which brought prices of a 
number of commodities to an artificial peak soon after the outbreak of 
the Korean war. In the case of this group of commodities in which the 
speculative rise was especially high, the present disparity between 
price ceilings and the market price levels is simply due to the fact that 
the price ceilings were set at an unrealistically high level. 

Because of this, we view with considerable concern the program 
recently announced by the Office of Price Stabilization to suspend 
controls on 16 commodities, with intention to suspend controls on 
other items as important to consumers as textiles and wearing apparel. 

We believe that it would have been more appropriate in this situa- 
tion to relax reporting requirements for producers and distributors 
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of those few items for which price ceilings are considerably above 
market prices, rather than to provide for outright suspension of price 
controls in these instances. Above all, we oppose the use of any 
mathematical formula for decontrol of prices. 

We strongly recommend that the recent amendments embodied 
in the law in order to weaken the effectiveness of price stabilization 
be removed. We strongly recommend the repeal of the Capehart 
amendment, the Herlong amendment, and the Butler-Hope amend- 
ment. We ask also for changes which would make control of food 
prices more effective. Our specific legislative recommendations are 
contained in supplement II to my statement. 

Now these supplements will be submitted for inclusion in the record 
immediately after I have completed this statement. 

The CuarrmMan. They will be included. 

Mr. Green. Rent control: Rent control is an extremely important 
part of the anti-inflation program. Evidence is conclusive that 
availability of housing at reasonable rents in defense areas is especially 
vital to meet the requirements of the defense program itself. 

Under the present provisions of section 204 of the act it is impossible 
to put rent control into effect until a substantial influx of defense 
workers and military personnel has already taken place. We feel 
strongly that this should be changed in order to make possible rent 
control before rents have skyrocketed, and not after. 

These and other recommendations dealing with rent control are 
contained in supplement III] to my statement. I hope that the 
committee will give careful consideration to these recommendations, 
including those relating to the special problem related to rent adjust- 
ments for housing accommodations in which building-service workers 
are employed. 

Real estate credit regulations: The American Federation of Labor 
welcomes the provision included in the Defense Housing and Com- 
munity Facilities and Services Act last year to permit lower down 
payments for low-and moderate-priced housing. We believe that the 
regulations as originally administered by the Federal Reserve Board 
and the Housing and Home Finance Agency had made it all but im- 
possible for ordinary families without large accumulated savings to 
purchase new houses. We therefore oppose the adoption of section 
104 (a) of H. R. 6546 which would restore to the President complete 
discretion with regard to residential housing credit terms. 

Wage stabilization: The American Federation of Labor nas ac- 
cepted wage stabilization for the present period of emergency, not 
because we regard it as a necessary or desirable objective in itself, 
but because the harsh realities of the threat to our national security 
require sacrifice of all groups, and labor is prepared to bear its share. 
We have cooperated with the wage stabilization program and we will 
continue to do so, as a part of our contribution to the efforts of our 
Nation to defend itself against inflation and against the enemies of 
freedom. We believe that the Wage Stabilization Board, as now con- 
stituted, is equipped to administer this program in a fair and equitable 
way. We therefore urge the Congress to reject any proposals which 
would destroy the tripartite character of the Wage Stabilization 
Board or alter the Board’s powers aad functions. 

Labor accepts the fact that during the present emergency it has 
been necessary for the Government to intervene in the processes of 
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wage determination and collective bargaining which are ordinarily 
left entirely to labor and management. But labor is unwilling to have 
this function revert entirely to some third party. We have therefore 
supported the idea that the wage stabilization program must be 
developed and administered on a tripartite basis in which there is 
equal representation of labor, management and the general public. 
We reject any suggestion that labor and management, who are best 
equipped to handle this problem and have the most at stake in it, 
should be either excluded from the administration of the wage stabili- 
zation program or relegated to the dubious role of junior partners. 

In the first session of this Congress the House of Representatives 
by the decisive vote of 217 to 113 rejected the Lucas amendment 
which would have seriously limited the jurisdiction of the Wage 
Stabilization Board in the settlement of dispute cases. We believe 
that the House acted wisely in rejecting this proposal and hope that 
any efforts to revive this issue will be similarly rejected. 

There is no doubt that any change in the composition of the Wage 
Stabilization Board, or curtailment of its powers, would wreck the 
wage stabilization program and seriously threaten the successful pro- 
secution of the defense effort itself. Workers will not permit them- 
selves to be put into an economic strait-jacket at the very time that 
suspension of a large sector of price controls is taking place. We 
urge that the Congress reject all such suggestions to weaken the 
wage stabilization administration. 

Labor has supported and supports today an economic stabiliza- 
tion program which safeguards the national economy against dis- 
ruptive inflation. Individual parts of this program are intimately 
linked together. Price control and wage control are interdependent. 

Even prior to the suspension of the existing price ceilings, a number 
of industries in our economy were not subject to price control. The 
best available estimate is that over 15 million workers are employed 
in the industries outside of direct price control regulation. The pro- 
posed suspension orders will place additional workers in the anomalous 
position be being subject to wage control while their employers are 
free of price control regulation. 

It is our view that the process of weakening price stabilization is 
approaching the limit of both effectiveness and acceptability. Any 
further dismantling of the price control program would make eco- 
nomic stabilization itself unworkable. Continued acceptance by 
labor of the restraints of wage stabilization depends on the future 
maintenance of price controls which effectively safeguard the work- 
ers’ living costs against a further rise. 

Minimum wage standards in Government contracts: Amend- 
ments to the Defense Production Act have been proposed, designed to 
emasculate the Walsh-Healey Public Contracts Act. This law pro- 
vides for minimum wage and other labor standards for workers em- 
ployed in connection with substantial Government contracts. The 
effectiveness of this is tested precisely at the time when Government 
contracts attain a large volume. We strongly oppose these emasculat- 
ing amendments. Our views regarding them are stated in supple- 
ment IV to this statement. 

In conclusion, labor has not profited from the defense mobilization 
effort. The take-home pay of workers has deteriorated during this 
period. While wages have been kept rigidly within bounds, a wide 
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and bountiful leeway has been accorded to rising prices. Moreover, 
workers have been called upon to bear far more than their fair share 
of the tax burden. 

To supplement my statement, I submit tables showing exactly how 
much ground workers have lost since Korea. Since June 1950 there 
has been an appreciable drop in the real value of workers’ take-home 
pay. Some workers, particularly in low-paid industries and occupa- 
tions, have been particularly hard hit because their wages, even before 
taxes, have not kept up with increases in the cost of living. 

Thus, workers have made genuine sacrifices as their contribution to 
the defense effort. They will continue to do so as long as it is neces- 
sary. But workers will refuse to make further sacrifices if other 
groups are not called upon to make equal sacrifices. Workers cannot 
continue to aecept restrictions on their wages unless there is an effec- 
tive and equitable price and rent stabilization program. 

On behalf of the 8,000,000 members of the American Federation of 
Labor, I therefore urge the Congress to do nothing which would fur- 
ther weaken the Defense Production Act. Instead, it should be 
strengthened in accordance with the recommendations I have made. 

(The supplements and tables referred to are as follows:) 


SUPPLEMENT I-—-NEED FOR INFLATION CONTROL 


The American Federation of Labor is thoroughly convinced of the continued 
need for an effective price-stabilization program. In fact, the workers of this 
country are completely unable to understand the hue and ery that has been raised 
for price decontrol at this time. Indeed, there are a few sectors of the economy 
which are characterized by so-called soft markets but by and large, prices are 
high—higher than they have ever been before—and we have no assurance what- 
soever that they are coming down. On the contrary, all signs point to an opposite 
conclusion. 

The most important fact to be noted is that we are not yet over the hump of the 
defense program even as it is currently planned, and without considering the 
further possibility of a sudden expansion that might be required if there should be 
any change for the worse in the international situation. 

The Fifth Quarterly Report of the Director of Defense Mobilization, dated 
April 5, 1952, characterizes the year 1952 as ‘“‘a year of acceleration’’ and the 
years 1953 and 1954 as “‘the years of the mobilization plateau.” The figures that 
are presented in that report show clearly that in terms of actual expenditures and 
deliveries the impact of the defense program is still largely to be felt. Briefly, the 
facts presented in this report may be summarized as follows: 

‘(1) Of the funds already provided for defense expenditures, only a small 
portion has been actually expended. Of the $94 billion already provided for 
defense procurement, to date only $26 billion, or a little more than one-fourth, 
has been actually spent for deliveries. This means a constantly rising volume 
of actual defense expenditures. It is expected that by 1953 the rate of spend- 
ing for defense will increase by more than one-third above the level of the 
first quarter of 1952. 

(2) To this must be added the effect of additional programing which will 
come as the result of the new appropriations to be made this year. The 
report of the Director of Defense Mobilization estimates a continuing increase 
in the total military production through the remainder of this year. No 
leveling off of defense production is anticipated until 1953 when the program 
would reach a high but a stable level of defense output. 

Although it is true that for some items such as clothing and subsistence the actual 
deliveries may be expected at a diminishing rate, the bulk of military production 
itself, including such equipment as aircraft, tanks, and ammunition, will continue 
to rise well into 1954. 

On balance therefore we cannot help but expect a continued, although perhaps 
not precipitous, rise in prices for most goods and services. We must account in 
addition for the added pressure of purchasing power resulting from the employ- 
ment of new added facilities and a constant addition of new workers to the labor 
foree. It is most important of all to bear in mind that further rises in prices such 
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as may be expected will be rises beyond the all-time peak levels which these prices 
have in the main already attained. 

There is no escaping the fact that prices today are at an extraordinarily high 
level. Despite a slight drop in prices of some products such as textiles and ap- 
parel, there has been no substantial reduction in the over-all price level. 

The Consumers’ Price Index, which dropped by 0.6 percent between January 
and February of this year, resumed its upward climb again in March. Most of 
the major items which are included in the Consumers’ Price Index are at, or near, 
an all-time peak level. 

According to the Bureau of Labor Statistics, items which make up more than 
50 percent of the Consumers’ Price Index were at all-time peak levels on March 
15, 1952, and items covering more than 70 percent were either at peak, or within 
2 percent of peak. On the other hand, less than 10 percent of the items were 10 
percent or more below the peak level. (See table I attached.) 

The following list of items which are still at all-time peak levels indicates the 
extent to which workers’ pay envelopes are still being stretched: white bread, 
fresh milk, men’s overcoats, men’s hats, women’s gloves, rent, bituminous coal, 
electricity, gas, tires, gasoline, streetcar and bus fares, hospital rates, residential 
telephone service, haircuts, and beauty shop service. On the other hand, except 
for one or two items, all of the items which were 10 percent or more below peak 
were food items at seasonally low prices. 

With regard to the wholesale prices, the picture is much the same. Not only 
are wholesale prices still high—only 3.6 percent below the peak level reached last 
year after the rapid post-Korean increase—but they are still more than 12 percent 
above the pre-Korean level. Moreover, wholesale prices are particularly hizh for 
the most critical defense items, including metals, chemicals, machinery, and fuels. 

The only conclusions we can draw from these facts are that prices are now 
high and that the pressures of the defense mobilization program are likely to foree 
them still higher. 


SUPPLEMENT II—-RECOMMENDED ANTI-INFLATION AMENDMENTS 


The American Federation of Labor makes the following recommendations 
regarding the price stabilization provisions of the law: 

1. Repeal of the so-called Capehart amendment. The cost-plus principle 
evolved If this amendment is inconsistent with the American tradition of lowering 
prices through increased efficiency and introduction of new methods and tech- 
niques. Price increases granted under this amendment have already cost Ameri- 
can consumers over $850 million with a prospect that this figure will soon reach 
more than $1 billion. These figures do not include the additional price increases 
consumers would face if the recent court decision that the Capehart amendment 
applies to distributors as well as manufacturers is permitted to stand. Repeal 
of this amendment would prevent further widespread and unnecessary price 
increases. 

2. Repeal of the Herlong amendment. This amendment also runs contrary to 
the accepted principles of American business. It permits wholesalers and retailers 
the same margin mark-up which they enjoyed during the pre-Korean period 
regardless of their volume of business or profits. It disregards any other con- 
sideration which might indicate that a lower margin was fair and equitable. 
We particularly urge against the amendment, tentatively recommended by the 
Senate Committee on Banking and Currency, which would make this provision 
retroactive. This would result in immediate and unwarranted price increases in 
the retail prices of food and other important cost-of-living items. 

3. Repeal of the Butler-Hope amendment. This amendment prevents the 
Office of Price Stabilization from utilizing any system of slaughter quotas to help 
enforce its meat price-control program. We believe that slaughter quotas are 
essential for effective control of meat prices. We therefore ask the committee to 
support section 101 (a) of H. R. 6546 which would repeal the Butler-Hope 
amendment. 

4. We urge that the law be strengthened to assure effective control of food 
prices. To do this we do not recommend abolition of the parity provisions in 
the act. Instead, we recommend that the Congress repeal the sections of the law 
which prevent ceilings below the May—June 1950 level or 90 percent of May 19, 
1951, prices. In addition, we suggest that the President be given limited author- 
ity to apply to the control of food prices the subsidy principle, already in the acts 
to encourage production of certain raw materials. 

5. In order to protect consumers against quality deterioration, we urge that the 


price-control authorities be authorized to set specifications and standards and 
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require grade labeling. To make this possible, section 402 (h) in the present law 
should be repealed. 


SupepLeEMENT [JI—RECOMMENDATIONS FOR STRENGTHENING RENT CONTROL 


The American Federation of Labor has had clear and unmistakable evidence 
since the outbreak of the Korean war that availability of housing and reasonable 
rents in defense areas is an essential requirement of the defense program itself. 
In the main, the provisions of the 1951 Defense Production Act amendments 
authorizing across-the-board rent controls in critical defense areas have worked 
satisfactorily. However, we feel that the requirement in section 204 (1) (2) that 
there be evidence of ‘‘substantial in-migration of defense workers or military per- 
sonnel” into a defense area has proved too strict and artificial. We can see no 
reason whatever to permit the defense program to be hampered by skyrocketing 
rents simply because there is no evidence of substantial in-migration. 

We therefore propose that the Secretary of Defense and the Director of De- 
fense Mobilization should be authorized to establish rent controls in areas where 
there is substantial defense activity and where such activity is, or may be, ham- 
pered by actual or threatened rent increases. We also suggest that the rent- 
control law be amended so that the authority of State legislatures, local govern- 
ing bodies and rent advisory boards, to remove rent controls by the so-called 
local-option method shall not extend to areas which have been certified as critical 
to the defense program by the Secretary of Defense and the Director of Defense 
Mobilization. 

We want to emphasize most strongly that rent controls are most acutely needed 
in areas which are designated as critical defense areas, but they are also neces- 
sary wherever the housing shortage continues to exist. We, therefore, urge you 
to reject any proposal to restrict rent controls to the so-called critical defense 
areas. Local communities now have the authority to remove rent controls if they 
are no longer needed. Certainly if a community has, itself, not taken that step 
the Congress should not now withdraw the protection of rent controls from the 
thousands of communities all over the country where rents would skyrocket if 
rent controls were removed. 

We also propose, in considering this rent-control legislation, attention must be 
paid to the special problems of building-service workers. This is the only group 
of workers in our economy whose attempts to obtain equitable wage increases 
have met difficulties because their employers have been subject to controls con- 
tinuously since 1942. 

Although wage increases granted to building-service workers constitute legiti- 
mate grounds for seeking rent adjustment, the paper work and technical problems 
involved in granting these adjustments have made more difficult the settlement 
of wage disputes among building-service workers. Moreover, these rent adjust- 
ments ean only be based on the application of each individual landlord, whereas 
wage settlements normally cover an employers’ association in a large city with 
hundreds of individual landlords. 

Therefore, we recommend that a provision be included in the Defense Produe- 
tion Act which provides that rent increases or rent adjustments should be made 
where it is shown that such action is necessary to absorb wage increases. 

A rent increase sufficient to absorb the increase in wages should take place on 
an area-wide or association-wide basis. 

In addition, we see no reason why luxury apartments renting for over $150 
could not be decontrolled. This would also ease the settlement of labor disputes 
in this industry. 


SupPpLEMENT IV—Proposats To EmascuLtaTE WatsH-H&ALEY PUBLIC 
Contracts Act 


Proposals have been made before the Senate Committee on Banking and Cur- 
rency to insert into the Defense Production Act amendments which would emas- 
culate the Walsh-Healey Public Contracts Act. The Walsh-Healey Act requires 
Government contractors to meet minimum conditions regarding wages and work- 
ing conditions, including payment of not less than the prevailing minimum rate 
in the industry as determined by the Secretary of Labor. 

The proposals that have been made would render the act meaningless by forcing 
the Seerctarv of Labor to determine the prevailing minimum wage as the mini- 
mum prevailing in a particular locality and by exempting from application of the 
law any commodities that are usually sold in the open market. If such changes 
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were made the coverage of the act would be drastically restricted since the Gov- 
ernment purchases many products which are usually sold in the open market. 
Moreover, for those firms still covered, it would be extremely impractical to 
attempt to determine the minimum wage on a locality basis. This system has 
been used under the Davis-Bacon law which applies exclusively to the building 
industry but there collective bargaining functions exclusively on a local basis 
and the Federal Government knows in advance when and where the contract is 
to be placed. This procedure can be applied uniquely to the construction indus- 
try but it would be grossly impractical to attempt the same system for clothing, 
metal goods, or any of the other numerous items to which the Walsh-Healey 
Act now applies. 

At a time when Government contracts play such an important role in the 
entire economy it would be entirely unconscionable for the Government to encour- 
age the destruction of labor standards by awarding contracts to firms whose 
employees are forced to work under substandard wages and working conditions. 
The American Federation of Labor therefore urges that the Congress reject any 
proposals for weakening the Walsh-Healey Act. 


SUPPLEMENT V—-STATEMENT ON THE STEEL Case By Harry C. Bares, W. C. 
Brrraricat, EuMer FE. WaLKer, AND LEE W. Minton, A. F. or L. MEMBERS 
oF WAGE STABILIZATION BOARD 


On December 22, 1951, the Wage Stabilization Board, received its eighteenth 
dispute case under the terms of Executive Order 10233 of the President of the 
United States. That case involved various companies in the steel industry and 
the United Steelworkers of America, CIO. 2 

On March 20, 1952, the Board submitted to the President, for transmittal to 
the parties, its report and recommendations as to fair and equitable terms of 
settlement. 

During the span of 3 months this dispute was moved through the established 
procedures of the Board for the handling of all dispute cases. 

But with the release of the Board’s recommendations to the public, there arose a 
veritable tornado of confusion, misstatements of facts, and unsupported opinions. 
Most assuredly this tornado has left behind it grave doubts as to just what the 
Wage Stabilization Board did recommend for settlement of the steel dispute. 
As a consequence, we A. F. of L. members of the Wage Stabilization Board are 
taking this opportunity to tell the members of all the A. F. of L. affiliates the 
truth about the steel case. 

BACKGROUND 


Any objective consideration of this dispute must begin with the background 
of collective bargaining between the parties. The pertinent facts are as follows: 

(1) This dispute arose when the contracts between the parties expired on 
December 31, 1951. 

(2) The expiring contracts had been originally negotiated in 1947 and had 
remained unaltered save for two changes in wages—one in 1948 and one in 1950. 

(3) This was the first time since 1947 that all provisions of the collective- 
bargaining agreements were open for full review and revision. 

(4) There had been no changes in the nonwage or fringe items of the agreements 
since 1947. 

(5) Since January 1950—a base date for wage stabilization wage policies— 
there had been but one wage increase, that of December 1950, when a general 
across-the-board increase of 1214 cents per hour was obtained plus 3% cents per 
hour for job increment adjustments. 

On the basis of this background information, the conclusion is self-evident that 
the Wage Stabilization Board was not confronted with a case which required 
the making of new policy. 

The real problem presented by the steel case was to determine whether or 
not—within existing policies of the Board—the steelworkers could catch up to 
the collective bargaining advances made by other organized wage earners through- 
out America. 

As a matter of fact, the entire presentation of the steelworkers was limited 
to arguments intended to demonstrate that their demands were approvable en- 
tirely within the limits of existing Board policies. 

The keystone of the union’s case was that increases in wages and improvements 
in working conditions were necessary for steelworkers to catch up to wage earners 
in other industries, 
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WAGE RECOMMENDATIONS 


In the face of the facts, a majority of the Wage Stabilization Board—with 
industry dissenting—recommended the following wage increases: 

(1) A general wage increase of 1214'cents per hour effective as of the expitation 
of the contract. 

(2) An additional wage adjustment of 214 cents on July 1, 1952. 

(3) An additional wage adjustment of 2% cents on January 1, 1953. 

(4) No other wage adjustments would be made during the 18-month period. 

These recommended wage increases indicated clearly that if the parties agreed 
to a l-year contract, then the average hourly increase for the year would amount 
to 13% cents. 

This average of 13% cents an hour for 1 year was derived from the fact that 
for the first 6 months of 1952 the wage increase would be 12!4 cents and for the 
second 6 months it would be 15 cents—12' plus 2% cents. An average of 12% 
cents for the first 6 months and 15 cents for the second 6 months yields an average 
increase of 13% cents for the year. 

If the parties decided to adopt an 18-month contract, then for the life of such 
contract the average increase would amount to 15 cents an hour—computed 
by averaging 12 cents for the first 6 months, 15 cents for the second 6 months, and 
17% cents-for the third 6-month. period. 

This step increase is far less than the amount inaccurately reported in the 
press and over the air. There is a substantial difference between a single 17% 
cents general increase for a l-year contract and a step increase totaling 1744 cents 
over an 18-month period. 

These recommended increases should be considered in the light of the estab- 
lished policies of the Wage Stabilization Board, which have been applied time 
a time again in the thousands of voluntary wage petitions considered by the 

oard. 

Specifically, the steelworkers had not exhausted the wage increases permissible 
under General Wage Regulation 6—the now well-known 10-percent formula. 

Specifically, also, the steelworkers had received no cost-of-living wage increases 
permitted by General Wage Regulation 8 to maintain the real wages of workers. 

Furthermore, the fact must be underscored that if the Board’s wage recom- 
mendations were accepted, then all other wage increases for the period of the 
contract were forbidden; there would be no escalator clause or reopening clause 
permitted under the Board’s recommendations on wages, despite the fact that 
both sources of wage increases have become commonplace in collective bargaining 
agreements throughout the Nation and the adjustments can be made without prior 
Board approval. 

Under the authority of regulation 8—an established policy of the Board which 
permits the recovery of losses in real wages—the Board had ample justification 
for an average increase of 15 cents per hour. The rise in the cost of living since 
the date of the last wage increase obtained by the steelworkers was in effect a 
wage reduction. As a consequence, therefore, both in justice and on the basis 
of established wage policy permitting recovery of losses in real wages, the decision 
of the Board was obviously justified. 

In terms of the food, clothing, and shelter obtained by wages, the Board’s 
recommendation on wages in the steel case was literally not an increase but 
simply a restoration of purchasing power. The steelworkers have not moved 
ahead in wages—they are simply catching up to the rise in cost of living. 

Certainly, there have been thousands of A. F. of L. cases where such cost-of- 
living adjustments have been made regularly. The action of the Stabilization 
Board, therefore, was most certainly not based on any new wage policy and 
cannot therefore establish any new pattern. 


FRINGE BENEFITS 


In view of the fact that the fringe benefits in the steeiworkers’ contract had 
remained unchanged since 1947, there was no need for any “new policy”? on 
fringe benefits. Existing policy was more than adequate. 

The determination of fringe benefit adjustments by the Board is made under 
General Wage Regulation 13. The criterion set up in this regulation is a com- 
parison of existing fringe benefits in an industry or in an area with those sought 
by the parties. The Board does not express the value of fringe benefits in terms 
of cents per hour as it does wage rate increases. Fringe adjustments are per- 
missible not on the basis of cost per hour but on the basis of existing practice 
or custom in industry or area, 
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In this particular case it was obviously impossible to compare the practices 
of the steel industry as to fringe benefits with itself. Actually, if the prevailing 
standard benefits in typical A. F. of L. contracts in the area of the steel mills 
had been used, then the fringe adjustments which the steelworkers could have 
received would have been much higher. 

Instead, the Board compared fringe benefits in other major industries with 
those called for in the 1947 steel contracts. 

The majority recommendations of the Board—with industry members dis- 
senting—were as follows: 

(1) Narrowing of geographical wage differentials by 5 cents. 

(2) Increasing the night-shift differentials of 4 cents and 6 cents established in 
1944 to 6 cents and 9 cents for the second and third shifts, respectively. 

(3) Proposed for the first time six paid holidays and double time for holidays 
worked. 

(4) Left vacations of 1-1, 2—5 vears of service but proposed 3 weeks of vacation 
for 15 vears instead of 25 vears. 

(5) Proposed for the first time premium paid for work performed on Saturday 
and Sunday as such be paid at the rate of time and one-quarter—effective January 
1953. 

A comparison of these fringe benefits with those obtained in numerous AFL 
cases processed by the Wage Stabilization Board provides proof positive that the 
Board did not exceed the limits of Wage Regulation 13. As a matter of fact, on 
the basis of typical AFL collective-bargaining agreements, the Stabilization Board 
was very conservative. 

UNION SECURITY 


The expiring agreement between the steel companies and the steelworkers 
contained a maintenance-of-membership clause and a check-off. The steelworkers 
sought a Taft-Hartley union shop. The majority recommendation of the Board— 
industry members dissenting—was as follows: 

““A majority of the Board recommends that the parties include a union-shop 
provision in their new contracts, the exact form and condition thereof to be determined 
by them in their forthcoming negotiations.’ [Italics added.] 

Emphasis has been added to the above quotation because attention is drawn 
to the fact that the Board did not recommend the maximum possible union security 
permitted bv the Taft-Hartley Act. Instead, the Board has in substance recom- 
mended to the parties that they accept the principle of the union shop as modified 
by the Taft-Hartley Act. Most certainly no one acquainted with the develop- 
ment of union security in this country over the last century can find any grounds 
for depicting this recommendation of the Board as anything but extremely 
conservative. 

As AFL members of the Stabilization Board, we were reluctant to endorse 
such a mild recommendation; yet if we had not supported this recommendation, 
there would have been no recommendation. 


SuMMARY 


In the preceding parts of this report we have attempted to outline for all 
members of AFL affiliates the essential facts which make up the truth of the 
Steel case. 

At no time did the union in this case seek to justify its position on any grounds 
other than existing policies of the Wage Stabilization Board. In its decision the 
Board did not depart from its established policies which are being applied daily 
to thousands of cases. The case did not require new policies, since the steel- 
workers were seeking nothing more than to catch up to the current levels of wages, 
hours, and working conditions in other collective-bargaining contracts. 

There is no recommendation of the Board in this dispute case which could not 
or would not be quickly approved if it were submitted in a voluntary petition by 
an employer alone or by the joint request of a bargaining agent and an employer. 

Since no new policies, either as to wages or as to fringe benefits, have been 
developed in this case, the unfounded assertion that a “new wage pattern’ has 
been made is simply a show of ignorance. 

The companion bit of propaganda, that all other unions are eagerly awaiting 
the time when they too will demand the “new pattern,” is equally ridiculous. 
Most other unions have already received the benefits of Wage Board policies. 

All the tricks of “publie relations’? experts and all the biased editorials of 
uninformed editors cannot change the fact that the Steel case is the most pub- 
licized ‘‘catch-up’’ case the Wage Stabilization Board has processed. The 
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recommendations of the Wage Stabilization Board are in fact conservatively 
within the limits of its well-established policies. 


TaBLeE I.—Consumers’ Price Index—Comparison of Mar. 15, 1952, prices with 
1951-52 peak 





Percentage 
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Source: Bureau of Labor Statistics. 


Tas_e II.—Gross and net spendable weekly earnings, production workers in 


manufacturing industries, 1939-52 
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Source: Bureau of Labor Statistics. 


Mr. Green. Now, Mr. Chairman, included in these supplemental 
statements are some convincing and impressive facts and figures. 

The CHarrMan. We are very glad to have your statement, Mr. 
Green. 

Mr. Green. Thank you. 

The CuarrMan. You speak for a great organization, a great number 
of people who are interested in the issues you have discussed, and I 
know your statement will be given the consideration it deserves. 

Mr. Brown, do you have any questions? 

Mr. Brown. I have no questions. 

The Cuatrman. Mr. Cole? 

Mr. Coxe. I would like to pass for the present. 

The CuarrMan. Mr. Patman? 

Mr. Parman. I'll pass for the present. 

The CuarrmMan. Mr. Nicholson? 

Mr. Nicuouson. I have no questions. 

The CuatrMan. Mr. Multer? 

Mr. Mutrer. Thank you, Mr. Chairman. 

This is not so much a question as an observation. 
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Mr. Green, I think there has been considerable confusion as to 
what OPS under Governor Arnall as the Administrator, is seeking to 
do. You referred on page 4 of your statement to suspension of con- 
trols on 16 commodities, and the intention to suspend controls on 
other items. 

Then you go on to indicate that you think the proper way of 
handling it would be to relax the reporting requirements. 

I think that is precisely what OPS intends to do. They do not 
intend to take off controls altogether as to those items. 

They are now selling well below the ceiling price, and as long as 
they continue to sell below that ceiling price, they will tell those 
people and those industries concerned, that they need not report at 
this time, but if the price gets close to the ceiling price, the reporting 
requirements will be reimposed. There is no intention to lift the 
ceiling so that prices in those items can then run away. 

Mr. Keenan. There is one danger there, that there is no enforce- 
ment, once they get beyond the ceilings. 

Mr. Mvutrer. Well, the intention, as Governor Arnall expressed it 
here, in this committee, was that they would never let it get to that 
point. If prices on those items got close to the ceiling price, they 
would then reimpose controls. 

Mr. Brown. You make a distinction between decontrol and 
suspension. 

Mr. Mutter. Yes, sir. In other words, it is not to suspend controls 
or decontrol. But to suspend certain requirements, as long as the 
items remain well under the ceiling prices. 

Mr. Keenan. We hope they will be able to do that. 

Mr. Green. That is what we are hoping for. We feel that there 
should be a fair balance between the control of prices and of wages. 
Wages are controlled, as you know, through the Wage Stabilization 
Board, and they have done a very effective job. I think everybody 
agrees now it is not asking too much to have the same thing done, 
the same control exercised, on the part of the Government, over prices, 
for workers are affected very seriously by high prices. 

Mr. Mutter. I am in complete agreement with you that the 
Wage Stabilization Board has done a very effective job and should 
not be subjected to the abuses heaped upon it by the steel industry. 

In that connection, Mr. Green, I do not think you made the point 
quite strong enough. It is a fact, is it not, that the union shop was 
one of the issues submitted to the Wages Stabilization Board by both 
sides, and was argued on the merits, before the Board, by both sides, 
and at no time until after the recommendation was made by the 
Board on the union shop issue, did the steel industry complain about it. 

Mr. Green. Yes; that is right. 

Mr. Mutter. In other words, after submitting their case to the 
court, not liking the decision, then for the first time they attempted 
to contest the jurisdiction of the court. 

Mr. Green. That is correct. 

The CHarrmMan. Mr. Deane. 

Mr. Deane. Mr. Chairman, I want to thank Mr. Green for his 
statement. 

The CuarrMan. Mr. Betts. 

Mr. Berts. I have no questions, Mr. Chairman. 

The CHarrman. Mr. Bolling? 
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Mr. Boutiine. No questions, Mr. Chairman. 

The CHarrman. Mr. Fugate? 

Mr. Fveate. I have no questions. 

Mr. Coxe. Mr. Chairman, I would like to ask one question now, 
if I may. 

The CHarrman. Mr. Cole. 

Mr. Coxe. Calling your attention to table 2 in your statement, 
Mr. Green, in 1951, February, gross average weekly earnings are 
shown for production workers in manufacturing industries as $63.84. 

In 1952, in January, as $67.08. 

In current dollars, February 1951, $53.55, and in January 1952, 
$54.98, but the net expendable earnings in 1939 dollars, in your 
table, show a net expendable average in February 1951, as $28.96, 
and in January 1952, $28.90. 

Now there is a rise in gross average weekly earnings of approxi- 
mately $3, but a reduction, in 1939 dollars, of about 6 cents. 

What caused that reduction? 

Mr. Green. Mr. Seidman will answer that, Mr. Cole. 

Mr. SeipMan. I would like to say to begin with that inadvertently 
we left off the fact that the source for these figures is the Bureau of 
Labor Statistics. 

The reduction, of course, was caused by the increase in prices. 
This is in terms—when we talk in terms of 1939 dollars, we are dis- 
cussing, in effect, the change in the price level. 

Mr. Coxe. It is entirely prices and has nothing to do with taxes? 

Mr. SerpMan. Yes, sir. 

Mr. Cote. What is your judgment as to the pro rata or percent- 
age reduction in prices and taxes? 

Mr. SerpMan. I do not bave the exact figures on that. 

Mr. Coir. I note there is quite an appreciable rise in actual 
earnings, $3, and an almost static net expendable income in 1939 
dollars. 1 wonder if it was all or practically all due to rises in prices, 
to the inflationary impact, or was part of it due to taxes? 

Mr. SripMaNn. It is due to both an increase in taxes and an increase 
in prices. ‘The increase in prices, during that period was in the neigh- 
borhood of 4 to 5 percent, I believe. 

Mr. Coxe. That is all. I just wanted to clarify that in my mind. 

The CuatrmMan. Mr. O’Brien. 

Mr. O’Brien. No questions. 

The Cuarrman. Dr. Talle. 

Mr. Tauue. I donot have any questions at this time, Mr. Chairman. 

The CHarrman. Mr. Widnall. 

Mr. Wrpnauu. Mr. Green, vou spoke about the sacrifices that labor 
has made. Undoubtedly there have been many, but I do not believe 
that any segment of the economy should profit by Korea, and that is 
the situation in which we find ourselves in today, in an economy that 
has more or less built on what is happening over in Korea. 

I just received a letter, which I would like to read into the record at 
this point, to give to the public and to the Members of Congress the 
viewpoint of a large segment of our people who are not considered by 
the Wage Stabilization Board today, because they do not have a 
representative on it. 
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This letter I just received from my district, from a farmer’s wife. 
She says: 


Although I have never written to my Congressman before, I think that the time 
has now come. At least I think you are in a better position to pass the necessary 
facts and information on to the proper people than Iam. The telephone strike, 
as well as strikes in many industries, have made me very angry, but the steel strike, 
and now an oil strike, well, they are about the last straw. 

I am just a farmer’s wife. I do not think that anyone is entitled to get an 
hourly increase in wages, as people in many industries have been doing, year after 
year. 

I say this in all sincerity, as I should like to quote just a few figures that I have 
computed. I have figured out my husband earned approximately 63 cents per 
hour last year, while farming for himself. That is before income taxes were paid. 

Of course, the only social security we have is what we accomplish with our 
hands—but that is all we want for ourselves. We think that compulsory social 
security does not give the average individual any incentive for saving, as he is 
sure the Government will care for him in his old age. 

On the average, my husband worked 14 hours per day, 6 days every week, and 
approximately 8 hours every Sunday. Of course, he makes 16 or more hours a 
day during the busy harvest season. I am not complaining about the fact that 
he is putting in this much time, as we feel that being one’s own boss, one must be 
grateful, for the harder you work the more benefits one will receive. 

However, I am wondering how many of the people so eager to strike would be 
willing to put in more than 8 hours a day for considerably less than a dollar per 
hour. 

With the exception of producing our own milk and eggs, we too, like they, must 
buy all of our groceries, meat, clothing, shoes, fuel, and other essentials of life, 
which have gone up in price for us, too. 

I should like to call attention to the fact that prices have dropped considerably 
for eggs and poultry. I am enclosing herewith clippings’’— 


then she goes on to show how their own income has been affected by 
a substanial drop in prices. 


In spite of the fact that prices of our products have gone down, the costs of 
machinery and repair parts, as well as the cost of the feed we are purchasing to 
feed our animals has gone up. 

We personally are very fortunate, as we grow three of the basic grains needed 
in making feed for both our cows and chickens. However, there are quite a 
number of extra ingredients and nutrients which we must purchase anyway, in 
order to provide enough vitamins and minerals to make up a well-balanced feed, 
so that the animals will produce well, and these, too, have risen in prices. 


Then she again encloses price lists. 


In fact, probably by the time the ad is acthally published the feed probably 
would have risen so rapidly that price list would therefore be obsolete. 

You probably recall a number of dairy farmers in New Jersey went to the State 
Department of Agriculture this past winter to see what could be done about milk 
prices. I believe at that time several unfair things were brought out, among them 
the fact that whenever the price of milk went down, either one-half cent or 1 cent 
per quart to the consumer, the cut in price was passed directly to the farmer. 

However, when the price rose from one-half cent to a cent, the middleman 
always seemed to get the advantage of it. 

Another thing, it seems as though the Pennsylvania dairy farmers were receiving 
half a cent a quart more for their milk than Jersey producers, therefore the Jersey 
farmers asked their prices also be raised a half cent. They did receive equal 
prices shortly thereafter, a cut of half cent per quart was imposed on the Pennsyl- 
vania farmers. 

The regular price we receive for milk has been $5.80 per hundred pounds, 
which is around 12 cents per quart. However, last month we were given a price 
of only $2.92 for a hundred pounds for 10 percent of the milk we ship because 
the company to whom we sell said they were receiving a surplus of milk.  Per- 
haps some farmers are getting more milk now than last fall when milk was searce, 
but we are*producing the same amount. 

On my trip to the grocery store I noticed pasteurized milk was selling for 24 
cents. I wonder if it has ever occurred to many people what could happen to 
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them if the farmers should decide to go on a strike? Of course, we would still 
have to work 7 days a week, the same as now, for all the animals must be fed, 
watered, cared for just the same, in order to keep them alive. Also the cows 
must be milked twice a day and the eggs collected at least five times. 

If it wouldn’t be such a sin to waste so much good food and also because of 
their faith and hope in humanity, I think they would be as justified as anyone 
to strike. But when you think of the terrible dilemma that could occur within 
a few days, if people couldn’t buy food, well, we are still human, I guess. How- 
ever, if someday we should lose our tempers and refuse to ship our produets, I 
would pity everyone. 

In closing I would just like to state we are not complaining by asking for 
more money, even though our wages are mandatory. We are aiso not in favor 
of Government subsidies for our products. However, since we are doing our 
utmost to be satisfied, are trying to do our share in preventing inflation, why 
can’t others be equally as fair and satisfied with what they are receiving? All we 
want is an opportunity to receive a value for our products. We think the least 
other people can do is to hold the line, too. Anything you can do to pass these 
facts and information on to the proper channels will be very much appreciated. 
If something can still be done toward saving our Nation from an economic 
disaster, I am sure that every person would be as grateful as I. 

Mr. Kernan. I want to say that we still have in the American 
Federation of Labor many, many people whose wages are below 
standard. We also want to make the point that in supplement V to 
Mr. Green’s statement, the members of the American Federation of 
Labor on the Wage Stabilization Board, point up that. whatever rise 
was given to the steelworkers, was just a “catch-up” to the rise in 
prices. 

Now, the American Federation of Labor has always supported the 
farm position, but I think that the farmer must recognize the fact 
that if he wants his products consumed, the people in the cities must 
make wages high enough to buy them. 

Mr. Wipnat. Is it not true that the loss of moneys that will take 
place because—tax moneys, that is, that will take place because of 
these wage rises, as they are given by the Wage Stabilization Board, 
will mean increased deficits, and increased inflation, as far as our 
economy is concerned, unless we impose further taxes? 

Mr. Kenan. Say that again? 

Mr. Wrpnatu. The loss of moneys, because of loss of tax revenues— 
for instance, in the steel dispute, if the wage raises go through, there 
will be a loss of several hundred millions in taxes to the United States 
Government. The money will go out in wages, and there will be an 
increased cost to the company, decrease in amount of taxes collected, 
and most of all of that is in the 81-percent bracket as far as taxation 
is concerned. 

Would that not have to be made up by further taxation, or are we 
to go into further deficit financing? 

Mr. Serpman. If I may answer that, this sudden concern on the 
part of the steel companies with taxation sounds a little strange to our 
ears. The reason why the taxes would be lost, as you say, is because 
the steel companies are in such a high-profits bracket that their tax 
rate would be very high. 

If we were to give them still more profits, and still higher prices, the 
taxes which the Government would get would be still higher, and this 
could go on indefinitely. This does not sound like a reasonable 
argument to us for denying to the steelworkers a chance to, catch up 
with the increased cost of living. 

Mr. Wipnatu. That is not the point that I am trying to make. 
This goes beyond just the steel increase. This goes to all increases 
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as they take place, from now on, inour economy, and there are many, 
many other organized groups that are either on strike today or are 
preparing to strike or preparing wage demands to further increase the 
amount that goes out to labor. 

Now, this isn’t an antilabor argument. All I am thinking about is 
the added purchasing power, added to our economy, and the added 
inflation that goes with it, without a real attempt to hold the line. 
I do not think that any of us should be better off because of what has 
taken place since June of 1950. We have a war economy, whether the 
President has announced it as such or not, and it seems to me that all 
of us should be called upon to truly sacrifice and not just catch up and 
maintain. 

Mr. Keenan. We agree with that a hundred percent, but I think 
you have got to hold the line all the way across the board. I do not 
think you can just hold the line with one group and let everything 
run wild. 

If they can find a way to put in some kind of controls that are equal 
for everybody, we will support them 100 percent. 

Mr. SeipMan. Congressman, if vou repeal the Capehart amendment 
and the Herlong amendment, so that prices don’t go up, and workers 
do not have to pay higher prices when they go to the store, they will 
not be asking for increased wages. 

Mr. Wipnauu. That is all. Thank you. 

The CHarrMan. Mr. Green, through the years, we have always 
been happy to have vour views on these questions. 

Mr. Wotcorr. May I make a statement that the testimony thus 
far has brought out the fact that the cost of living as a result of the 
Capehart and Herlong amendments has gone up three-tenths of 1 
percent. 

Mr. Arnall and Mr. Putnam testified that the increase in cost of 
living as a result of the Capehart and Herlong amendments has been 
three-tenths of 1 percent. 

Mr. Keenan. They have also testified that it was almost a billion 
dollars. 

Mr. Wotcort. Well, the national product is $352 billion. 

Mr. O’Brien. Three-tenths of 1 percent of what? 

Mr. Wotcorr. The national product. 

Mr. Keenan. It is a billion dollars. 

Mr. Woxcorr. Three-tenths of 1 percent. 

Mr. Keenan. From time to time there will probably be amend- 
ments presented, and we would like to have the right to come back and 
introduce further supplements, or further testimony, in answer to the 
amendments. 

The CHairMaAn. Without objection, that may be done. 

We thank you very much for your statement, Mr. Green, and we 
will give it serious consideration. We are glad to hear you not only 
because of the great organization you represent, but because of the 
deep study you have made of these questions through the years. 

Mr. Green. | would especially request that the members of the 
committee examine the supplemental statements that I have included 
in my testimony, because there are some detailed figures in there 
that I think will be mighty helpful to you, gentlemen, in under- 
standing the situation. 
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The CHatrMAN. I am sure the members of the committee will 
examine them. 

Mr. Green. Thank you very much. 

ry. ~™ . . 

The CHArrRMAN. I am sure the members of the committee will 
examine them. 

Mr. Green. Thank you very much. 

The CHarrMan. Thank you, Mr. Green 

Call the next witness, Mr. Clerk. 

The Cierx. The next witness is Mr. Maury L. Nee, representing 
the National Retail Furniture Association. 


STATEMENT OF MAURY L. NEE, CHAIRMAN, EXECUTIVE COM- 
MITTEE, NATIONAL RETAIL FURNITURE ASSOCIATION 


Mr. Nes. Mr. Chairman, I am Mr. Nee, representing the National 
Retail Furniture Association, as executive chairman of the executive 
committee. I have with me Mr. Leo Heer, who is exec utive vice 
president of our national association. 

This statement is submitted by the National Retail Punubdie 
Association on behalf of furniture stores which account for upwards 
of 80 percent of total annual furniture-store dollar volume, geo- 
graphically dispersed in ratio to population. Furniture stores dis- 
tribute all types of home goods that transform houses into homes, 
including wood and upholstered furniture, sleep equipment, floor cov- 
erings, major household appliances, and similar home goods. 

It is the conviction of the National Retail Furniture Association 
that price and wage controls should be lifted by congressional deter- 
mination now. As background for the views on this question there 


is presented here, in part, the policy position adopted by the directors 
of the National Retail Furniture Association on April 1, 1952: 
The efficacy of direct controls has always been doubted, but one thing is proved: 


Price control cannot exist without wage control. 
Now it appears that the entire wage-stabilization program, never too well 
* 


enforced, may be in process of disintegration * 

As rec ently as March 17, the National Retail Furniture Association in testifying 
before the Senate Banking and Currency Committee, took no position with regard 
to the continuation of these controls, preferring to leave this major decision to tho 
Congress in view of the grave uncertainties of the international situation. A high 
degree of restraint was here involved. Continuous increases in expense, including 
the costs of the controls themselves, combined with the merchandising inflexibility 
engendered by tight controls, have squeezed net income in our trade severely, 
even dangerously, throwing many dealers past the line of safety into over-all 
loss. Payroll in home goods is over half of the total costs. 

Further, NRFA believes it is fiscal measures which hit at the root of inflation, 
and to which direct controls can at best be but relatively ineffective supplements. 

The conviction of the National Retail Furniture Association is that 
price and wage controls should be lifted by congressional determina- 
tion now. 

However, as a matter of practical and realistic necessity in the 
absence of knowledge of what the Congress may determine as to the 
future of price- and wage-control authority, data will be placed before 
you on experie nee under controls. 

This is for the purpose of demonstrating the absolute need in price- 
control technique of percentage-margin control such as is required 
under the Herlong amendment. Even with the floor on controls 
established in accord with the principle intended in the Herlong 
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amendment, the typical furniture store experienced in 1951 a drastic 
reduction of 39 percent in operating profit before taxes, as shown by 
the 9 months’ figures now available. (The statistical data bearing 
on the issues discussed and leading to the conclusions presented in 
this statement are set forth in an appendix attached hereto.) 

Any type of price-control authority, whenever invoked, would be 
highly prejudicial without the safeguards of the Herlong amendment. 
In fact the experience of some trades indicates the advisability of 
clarifying the Herlong amendment now by legislative action so that 
there is no discrimination in its application, regardless of whether 
there is renewal of authority after June 30 or not. 

The principle of the Herlong amendment is that retailers shall not 
be deprived of their pre-Korean margins. ‘The facts and data to be 
presented will demonstrate why it is essential to retain this principle 
as a minimum safeguard. 

Margin in retail accounting is the element in retail price.above cost 
of goods out of which come all expenses of operation. Thus it is 
immediately apparent that when costs rise, operating profits before 
taxes are squeezed by whatever amount costs rise above the pre- 
Korean level, even if margins remain the same. 

The Herlong amendment has been attacked unjustly. Those who 
criticize it apparently are not familiar with the practical operation of 
a retail business. The advisers to OPS, for example, made certain 
assumptions that retail costs would decline and on the basis of those 
assumptions criticized the theory of the Herlong amendment. The 
facts will show how completely erroneous those assumptions were, 
and therefore how incorrect were their conclusions that the Herlong 
amendment was not needed. 

On the contrary, not only is the Herlong amendment needed but 
administrative action is required to accomplish the following: (1) 
Greater merchandising flexibility for the typical merchant; and (2) 
opportunity to adjust margins where required to meet the impact of 
the mounting costs that have acted to squeeze operating profit before 
taxes so drastically. 

Supply situation: There is an adequate supply of consumer goods 
and the outlook is for the continued availability of such goods in 
abundant supply. 

Prices of consumer goods at all levels of distribution are being 
established by competitive relationships in that atmosphere of 
abundant supply. 

Prices are soft: Data presented to your committee which purports 
to show that most consumer prices were in March 1952, at or near 
their peaks, is not accurate. It simply does not recognize the limita- 
tions of available governmental data to show what has actually oc- 
curred in the market places in a period of soft prices and abundant 
supply. For example at the wholesale level, standard price lists 
generally printed many months in advance could not be said to be a 
reliable market-price indicator under prevailing economic conditions. 

The outlook is for such conditions to continue, thus making for 
highly competitive conditions at all levels. 

Under such conditions price controls are not warranted. 

There has been much argument advanced by the proponents of 
controls that future unknown contingencies may require them. That 
is still not persuasive that they should be continued now and thus 
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establish a practice of continuation of controls on the fear of some 
future emergency. 

Control structure could be held intact subject to reimposition by 
concurrent resolution. Actually as a practical measure the whole 
mechanical structure of controls, both price and wage, could be pre- 
served by the Congress as a stand-by fabric. Those detailed controls 
should be reimposed, however, only in the event of concurrent resolu- 
tion by the House and the Senate that a situation exists which threat- 
ens the security of the Nation. 

When an emergency last existed which moved Congress to authorize 
the presently existing price- and wage-control structure, many months 
elapsed before the complex regulations were developed. Should 
another emergency arise the control structure is now developed. 
The very fact that the control structure exists is sound justification 
for the Congress mandatorily to cancel out the operative effects, 
their onerous requirements, and their interference with merchandising 
flexibility at the present time. 

Wage control relationship: We recognize the direct relationship 
between price and wage controls. ‘The one form of economic control 
cannot operate without the other. For example, in the retail distri- 
bution of home goods, payroll is more than 50 percent of all operating 
cost. 

The greatest weakness in the control structure was the adoption 
in the Defense Production Act of the authority to ‘‘stabilize’”’ with 
reference to wage controls, rather than the ‘establishment of ceilings”’ 
as in the case of prices. This weakness should be recognized and 
corrected by the Congress should any action it now takes result in 
establishing a fabric of potential control after expiration of the 
Defense Production Act on June 30, 1952. 

Consumer installment credit control: This type of direct control 
authority should be eliminated from the Defense Production Act by 
canceling out authority to control consumer installment credit in title 
VI immediately. It has had no effect on the over-all economy but 
it is highly discriminatory in its effect on specific trades singled out 
for the controls and it is highly discriminatory on the income groups 
which rely on consumer installment credit to buy the goods that are 
available. 

The facts on the consumer installment credit issue are being placed 
before your committee in detail. It would be repetitive to develop 
this subject further. We therefore rest on the case that has been 
developed on a presentation of the facts and concur with the statements 
of the others who have placed before vou the facts that warrant 
discontinuance of consumer installment credit control. 


THE FACTS ON THE HERLONG AMENDMENT 


The Herlong amendment: When Congress amended the Defense 
Production Act of 1950 in July of 1951, it required that no rule or 
regulation issued thereafter should deprive retail and wholesale 
sellers of their cusomtary pre-Korean percentage margins. This 
requirement of the Herlong amendment was attacked. 

Margin: A proper evaluation of the Herlong amendment requires 
recognition of the basic character of retail percentage margin; that 
is, What it is and what is its function. 
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Margin is the component of retail selling price out of which must 
come all costs of distribution and taxes. In some forms of accounting, 
other than retail, margin appears not before but after such expenses. 
In other segments of industry than retailing, for example, the account- 
ing concept of margin is entirely different, and for all practical pur- 
poses in Many instances represents what retailers define as operating 
profit. It is clear, however, that in retail accounting terms margin 
is not profit. Retail profit does not appear until it can be determined 
what remains after operating expense and taxes are deducted from 
margin. 

Over-all margin comes from margin on individual articles: The 
over-all, store-wide margin is a retail operation is the complete result 
of all the individual margins that go to make up all sales. These 
individual percentage margins are frozen by regulation. 

The retailer has no absolute control over the store-wide margin he 
is going to be able to realize. That depends on the mixture of goods 
which customers choose to buy. It is affected by many other vari- 
ables including over-all volume as well as the volume of specific 
articles previously cited. 

Effect of freeze on achieving maximum permissible margins: As a 
matter of practical operation the effect on individual margins of a 
freeze on all margins, even in a seller’s market, is for something less 
than maximum permissible margins to be achieved. That tendency 
has shown up in greater or lesser degree in various trades and in 
various departments up to this time. 

Operating profit experience: Here is the “typical” result of 1951 
operation for the first 9 months with frozen margins on individual 
items, as shown by a representative cross section sampling study 
conducted by the control and management division of the National 
Retail Furniture Association, compared to the result of the same 
period in 1950. (Operating profit is the result. of the retail selling 
operation but before deductions for income or other taxes.) 








1950 1951 Plus or minus 
Percent | Percent | Percent 
Margm....0.... hte ware 3 . ied eae 40.3 | 40. 24 |__- - 
Operating expense - . -__.-- : Be et 31.77 | 35. 05 +10.3 
Operating profit before Rise a be 2 | 8.58 | 5.19 | —39.15 


Thus, operating profit before taxes has dropped in excess of 39 percent. 

After deductions for taxes the amount of net profit to the typical 
store in the study for the first 9 months of 1951 is estimated at from 
2 to 3 cents out of each sales dollar, a decline from 1950 profit some- 
where between 45 percent and 63 percent, depending on the tax 
bracket or whether subject to corporate taxes, aad so forth. 

Every retail furniture store that was much below the “typical” i 
profit results in 1950 will decline to either a break-even or loss sisal 
tion if the freeze on merchandising flexibility continues without relief 
from rising expense. 

Margins have dropped more in each quarter: Actually margins on 
individual items declined in the second and third quarters from those 
of the first quarter of 1951. This is significant because margin control 
was instituted in the second quarter. The figures on a cumulative 

97026—52- 
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basis imply that margins have remained steady—actually they are 
declining. 

The profit decline and the progressive margin decline are striking 
demonstrations of the results of operating with frozen margins. $An 
important cause of this is the elimination by regulation of the normal 
flexibility that can be achieved through freedom to adjust margins 
as circumstances allow. For example, under normal conditions a 
retailer makes up some lost margins through advantageous purchases 
on which he can recoup some sacrifices, but such is impossible under 
frozen margins. 


DOLLARS AND CENTS VERSUS PERCENTAGE MARGINS 


A striking example of the discrimination that flows from failure of 
regulations to provide pre-Korean percentage margins is the substi- 
tution of dollars and cents margins. For example, one theory ad- 
vanced to the Congress by the Price Administrator was that there 
should be authority to limit margins to the same dollar and cents 
amount added during a base period. Because of the direct relation- 
ship of a substantial portion of expense in retail operation to costs of 
goods, which requires the use of a percentage margin, this is contrary 
to regular business practice in the retail field. The Herlong amend- 
ment requires the allowance of percentage margins. 

It is important to note what would have been the devastating effect 
generally on retail operations if dollars and cents margins had been 
frozen rather than percentage margins. 

The comparison can be made by translating the percentage figures 
to dollars and cents amounts in terms of the typical “average’’ sale. 
For the year 1950 the average sale was $73.55. By applying the 
percentages for the operation it is found that the “margin” on that 
that sale was $29.64 and the exnense was $23.37, thus leaving an 
operating profit before taxes of $6.27. But in 1951 the operating 
expense on the typical sale of $77.61 was $27.20. 

Now, instead of adding the percentage margin to cost of goods, we 
will assume the Herlong amendment was not adopted by the Congress 
and that the price regulations allowed only the same dollars-and-cents 
margin as was obtained in 1950; that is, $29.64. In that event the 
operating profit before tax would have been slashed to $2.44 or a drop 
of 61 percent from 1950 instead of the 39 percent drop actually ex- 
perienced. 

Following is the computation (it is a realistic and reasonably ac- 
curate approximation; corrections for some slight technical variation, 
which is not precisely determinable, would not vary more than a per- 
centage point or so up or down): 








Average sale 

Margin 

Operating expense 
Operating profit (before tax) 





! Minus 61 percent. 
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Thus, there would have been a drop of 61 percent, almost two- 
thirds of typical profit before taxes. 

That is a vivid demonstration of why the Herlong amendment re- 
quiring percentage margins is important in order “to maintain the 
soundness and solvency of retail operations generally. 

It was stated in October 1951, by the Price Administrator before 
the House Banking and Curr enc y Committee, that dollars-and- cents 
margins could be used by OPS, “properly and fairly,” as he expressed 
it, in instances. 

It is submitted, on the showing by the furniture trade, which may 
not be the most striking instance at all, that it cannot be left to an 
administrative agency to theorize what is proper and fair when ex- 
perimentation involves a delicate balance between solvenc y and in- 
solvency. The theories of the Administrator’s advisers were not 
correct in the instance of the basic point of how 1951 operations would 
come out. They can be just as wrong in the assumptions of what 
constitutes ‘‘ proper instances.” 

One form of ‘dollars and cents’? margins in modified form was 
required by OPS in March 1951, before the Herlong amendment 
was adopted. It was used in the instance of rugs and carpets. Manu- 
facturers were given a 15-percent increase but retailers were restricted 
to passing through the dollars-and-cents increase without mark-up, 
despite existence of conditions that slashed profit 39 percent. 

In December 1951, the increase was canceled out when prices had 
declined. But the fact remains that the denial of customary margins 
could hardly have been said to have been ‘‘fair and equitable,” or 
“proper and fair.’ The OPS action was based on the theory that 
percentage margins were not necessary, at the very time when forces 
were at work that reduced profits 39 percent. 

This tendency to assume the “fairness” or “equity” of some theory 
of operation is a prime reason why the Herlong amendment must be 
retained. 

Uniform margins: Margins vary from store to store by a wide range. 
It is obvious that this is so and is occasioned by a wide variety of 
causes. Some of those reasons are different services, different geo- 
graphic areas, different size operations, different levels of efficiency, 
etc. When uniform margins are imposed, the result is a devastating 
squeeze on some retailers and a windfall for others. Yet since uniform 
margins would have to reflect some kind of averaging, it is apparent 
that the net effect on consumer prices averaged out is nil. That is 
why the clarification in the Herlong amendment is being sought and 
why this trade supports the move in equity and justice. 


2 


OPERATING EXPENSE 


When margins are frozen, retailers are caught in a vise. Frozen 
margin is the stationary face, and operating expense is the moving 
face. The vise tightens—progressively as expenses mount and 
squeeze pressure is exerted on profits. 

The theory was expressed in arguments against the Herlong amend- 
ment that expenses would decline, rather than mount. 
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Here are the facts. Note that operating expenses in the first three 
quarters of 1951 increased 10.3 percent—with the end of increasing 
expenses not yet in sight. 


Operating expenses 1950 versus 1951 (as percent of net sales) 








Toel..... 


Administrative ___ 
Occupancy q 
Advertising and Publicity. 
Selling 

Handling -- 

Delivery 


Total payroll 


(Distributed in above. ) 


Source: NRFA Store Operating Report, January through September 1950. 


NotE.—Net sales decline for the period was —3.7 percent, but note the substantial excess of ecst increase 
over that figure, 


A significant factor in operating expense is “‘payroll.’’ It is more 
than 50 percent of all expense. Payroll expense for this first 9 months 
of 1951 compared to the same period in 1950 has increased somewhat 
more than 11 percent. Under wage and salary stabilization rules 
there is, of course, adequate flexibility for this expense factor to 
increase even more. 

Other expense factors move upward, too; many of them move up 
directly when costs of goods increase. All move up eventually as 
prices rise. i 

Individual store experience has been and continues to be one of 
fighting increased costs while margins remain frozen. 

The cross-section survey by the ‘National Retail Furniture Associa- 
tion shows the typical experience. 

That experience in individual cases is something more than a statis- 
tical factor. It is a desperate battle to earn a nominal return against 
mounting odds. The individual retailer with his margins frozen and 
his merchandising flexibility taken away is in the same spot as a good 
right-handed fighter, with his right hand tied behind him. 

What amount of sympathetic appreciation for theoretical experi- 
mentation should be held, for example, by the merchants whose 
operating expense experienc es are set forth here? In the light of 
their own realistic experiences, confronted by the responsibility for 
payrolls, battling to keep their operations sound and solvent, what is 
their reaction when they are told the Price Administrator is convinced 
their expenses are declining? 

Just because the individual experience at times seems more telling 
than a trade statistic, here are the reports of six merchants selected 
at random as being close to typical (this listing conveys an idea of 
the rises in cost being experienced in expense factors beyond the 
ability of retailers to control): 
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Comparison 9 months 1951 with same period 1950 


[Percent] 








. Payroll .2 | +10 
. Insurance ‘ +47. 3: +5 | 
3. Freight _- Ai RD alicath weed 31} +10} 
. New spaper. rates pti } | 5 } +5 
. Total advertising costs | | ; +2 | 
. Mark-downs: | | 
SP ORS cs RRR ag eee ee 5 | (3) 
1950- ae te | 0; (3) 3 9 | 3 
. Cost of serv icing merchandise ; +10) ; +10 





1 2 teenth in 1951 due to ‘aiiens in method of getting deliveries—central delivery point. Also bought less 
in 1951 than in 1950. 
. ivertining cost about the same because reduced amount of advertising to keep within budget. 
Not available, 


CONCLUSIONS AND SUMMARY 


1. Price and wage controls should be lifted by congressional action 
on the basis of current economic conditions and outlook. 

The fabric of price and wage control regulations can be retained 
on a stand-by basis but is to be reimposed only if Congress determines 
by joint resolution that a situation exists to threaten the security of the 
Nation. 

3. Consumer installment credit control authority should be can- 
celed out now. 

There should be administrative provision for greater flexibility 
in the retail merchandising operation and provision for the recovery 
of rising expense under certain conditions. Any legislative require- 
ments for recovery of rising expense should not be withheld from re- 
tailers. Pre-Korean margins are extremely restrictive in their effect 
on operating profit and merchandising flexibility, and are inadequate 
under conditions of rising costs so that the Herlong principle must be 
regarded only as an extreme floor and not a ceiling. 

5. The recorded facts of retail operation in the first 9 months of 
1951 have been directly contrary to the theories advanced by OPS in 
seeking to have Congress cancel out the Herlong amendment. 

Now to recapitulate, we represent more than eight thousand furni- 
ture stores. We feel that we represent a very wholesome section of 
American business. Our association is convinced that price and wage 
controls should be lifted by congressional determination now. How- 
ever, as a matter of practical and realistic necessity in the absence of 
what Congress may determine as to the future of wage and price con- 
trol authority, data will be placed before you here today, on our ex- 
perience under controls. 

Now, I would like to discuss with you a little more in detail, our ex- 
perience under price controls and under the Herlong amendment. 

I would like to refer you now to the charts to show you how the 
retail dollar was spent this year; 59.76 percent of the retail dollar was 
reflected in the cost of goods sold, which I might add, includes freight 
and excise taxes. Retail margin, therefore, represents the difference 
between cost of goods sold and the selling price; and what is left before 
taxes, our profit before taxes, is 5.19 percent. Our operating expense 
was 35.05 percent. 

Mr. Berrs. Your operating expenses do not include excise taxes. 
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Mr. Nex. No, the excise taxes I mentioned earlier are included in 
our cost of goods sold. We have no control over that, sir. 

Now, the next chart is a breakdown on the margin. This is where 
the margin goes, in retailing. This is to enable us to provide a 
better selection of goods at lower cost to the consumer, and you can 
see how it adds up. Here at the bottom we have this same profit, 
again, before taxes—5.19 percent. 

Now we come specifically to the Herlong amendment. This next 
chart shows “Why Herlong margins don’t assure profit.’’ This is 
what has happened to us under controls. We are not talking about 
what effect we thought the Herlong amendment was going to have, 
or what we hoped it’ would do. 

This is what happened: We had a percentage increase in cost of 
operation of approximately 3 percent, which reduced our profit—this 
is with the Herlong amendment—39 percent in the first 9 months of 
1951, Our yearly figures will be out in a week’s time. I am sorry 
I do not have those because they reflect an even more conclusive 
trend than those for the first 9 months. 

The next chart shows why the Herlong amendment is essential. 
This shows what would have happened to us if we had not had the 
advantages of percentage margins which are required by the Herlong 
amendment. Our profit would have been reduced 61 percent under 
dollars-and-cents margins. ‘ 

I think that is worth a great deal of consideration. 

Mr. Cote. Why do you not follow through with that chart? 

Mr. Nes. All right. This shows an increase in the average sale, 
for this period, of approximately $4. That could have been brought 
about by a number of things other than a price increase, because the 
price increases during this period were negligible. 

If OPS had frozen dollars-and-cents profits, rather than percentage 
margins that we have under Herlong, it would have forced us to a 
similar dollars-and-cents profit regardless of increased costs of goods. 
In other words, we would not have been able to take our usual per- 
centage margins based upon the costs of goods, and this would have 
resulted in a 61 percent drop in our profit. 

In other words, the operating expense, increasing here from 23.37 
cents to 27.2, would have squeezed this net operating profit before 
taxes to 2.44 percent. 

Notwithstanding the fact that the retail business during this period 
was very sketchy, probably reflecting a very nominal increase only in 
some lines; in the furniture field we witnessed a decrease in sales—and 
our expenses continued to rise. 

Our expense rate increased approximately 3 percentage points—one 
of the most serious increases in the history of the furniture industry. 

Mr. Brown. To what is that due? 

Mr. Neer. It is due, Mr. Brown, to a number of things. First, it 
is due to the next chart that I am going to show, and that is an in- 
crease in payroll. Our payroll increased approximately 2 percentage 
points out of the 3 percentage points of the total increase, 

Costs of supplies increased. Advertising costs increased. The 
normal costs of doing business, in every case, increased. But the 
far greater percentage of increase was due to payroll increase. 

Now, the last chart. that I have reflects that rather conclusively. 
In 1950, payrolls in retail furniture stores represented 17.21 percent 
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of each sales dollar, and then they increased to 19.24 percent in 1951, 
or slightly over 2 percentage points. 

Mr. Deane. On the payroll increase, Mr. Nee, do the stores give 
a bonus on sales? Or is it a stipulated wage? What was the wage 
increase, and what was the bonus increase? 

Mr. Neer. I would say, Mr. Congressman, that most of it was a 
wage increase. Of course, some of it was a bonus increase. But most 
of it was a wage increase granted under our understanding of the 
Wage Stabilization Board rulings. 

Mr. Deane. What is the average income of, say, a furniture sales- 
man, today? 

Mr. Neer. Most furniture salesmen are on a commission. I happen 
to have some figures on that of recent date. The furniture salesman 
happens to be one of the highest paid retail salesmen, and his average 
earnings last year were somewhere over $100 a week. 

That includes department-store figures, too, earnings of furniture 
salesmen in department stores. 

Mr. Deane. How much of that represents wages and how much 
represents bonus? 

Mr. Nex. Guessing, but guessing rather closely, I would say that 
65 or 70 percent of it would be reflected in commissions. Most of the 
salesmen are on a percentage commission of sales, and their earnings 
are based on their sales. f 

The CuarrMan. Did regulation W have any effect on your sales? 

Mr. Nes. In the larger items, Mr. Chairman, in the appliance 
field—of course, most of our stores sell a sizable quantity of appli- 
ances—I do not believe it has affected, in recent months, the sale of 
home furnishings. It has undoubtedly affected the sale of appliances. 

Mr. Brown. Were your sales larger in 1951 than 1950? 

Mr. New. The industry figures, I believe, Mr. Brown, will show 
that they are very close. One or two percentage points one way or 
the other. Currently April sales are about 5 percent below April of a 
year ago, which is some halting in the decline, that accelerated decline 
in sales volume that has taken place for the last 5 months. 

I may say that the trend since the first of the year, through April, 
has been very bad. The downward trend has been most serious. I 
was thinking of 1951 before. 

Mr. Fucarr. Mr. Nee, how does the 5.19 margin compare with 
pre-Korea? 

Mr. Nus. I would say that pre-Korea, the average profit before 
taxes in the furniture field, would be approximately 6% to 8% percent, 
before taxes. Retailing as an industry includes in its profit every- 
thing else. 

Mr. Fuears. What would be your net? 

Mr. Nes. About 2 percent, or about 2 cents out of each sales 
dollar. 

Mr. Fucarer. And that compares with pre-Korea of how much? 

Mr. Nee. Of about 4% cents, or maybe 5 cents, on the better-run 
store. 

Mr. Chairman, I would like to come back to the question of margin 
again. Margin is the most misunderstood thing in the retail trades. 
We have had difficulty selling it to our own people to some degree, 
and certainly to the consumer. The consumer feels that retailers are 
profiteers, and it is due to a misunderstanding of what margin really is. 
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Margin is a component of retail selling price, out of which must 
come all costs of distribution and taxes. In some forms of accounting, 
other than retail, margins appear not before but after such expenses. 
In other segments of industry, the retailing, for example, the account- 
ing concept of margin is entirely different, and for all practical pur- 
poses in many instances, represents what retailers define as operating 
profit. We classify as margin all of those costs of doing business 
other than the costs of goods sold, other than what it costs to land a 
piece of merchandise here in a warehouse in Washington. 

So I think, with that, I would like to conclude my statement by 
requesting that these charts which we have prepared, and which are 
attached to my statement, be included in the record. 

The CHarrMAN. Without objection, that may be done. 

(The charts referred to appear on pp. 513 to 518.) 

Mr. Nee. Thank you very much, Mr. Chairman. 

The CHarrMAN. Are there any questions? 

Mr. Brown. Do I understand that you are making some suggestion 
for changing the Herlong amendment? 

Mr. Ner. Yes, Mr. Brown, to change the Herlong amendment, sir. 
We feel that the Herlong amendment should not be restricted in its 
application to the period after July of 1951; that the word “hereafter” 
in the Herlong amendment should be eliminated. We are directly 
concerned with the Herlong amendment, frankly, as it stands now, in 
one of the House bills, as I understand. We feel that it should be 
altered to provide relief for trades under regulations issued prior to 
that time. 

Mr. Brown. You are satisfied with the Herlong amendment up to 
July of this past year; is that right? 

Mr. Neg. I am speaking now more or less as chairman of the Retail 
Planning Committee, Mr. Brown, and not as a furniture merchant. 
In furniture, it does not make too much difference. We are not 
seriously affected by it because we are under percentage-margin con- 
trols, but there are other segments of retailing, not under percentage- 
margin controls, that are seriously affected by the wording of the 
present Herlong amendment. 

The CuarrMan. If there are no further questions, you may stand 
aside. We are very glad to have your views. 

Mr. Nee. Thank you very much, sir. 

The CHarrMAN. Call the next witness, Mr. Clerk. 

The CLerx. Mr. Harold Finch, representing the National American 
Wholesale Grocers’ Association, Inc. 

The CHarRMAN. You may proceed as you desire, Mr. Finch. 


STATEMENT OF HAROLD FINCH ON BEHALF OF THE NATIONAL 
AMERICAN WHOLESALE GROCERS’ ASSOCIATION, INC. 


Mr. Fincn. My name is Harold Finch, and I am president of Nash- 
Finch Co., a wholesale grocery firm with headquarters offices in 
Minneapolis. My entire business life has been devoted to wholesaling 
groceries. 

I have been asked to present this statement before your committee 
on behalf of the membership of National-American Wholesale Grocers’ 
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Association. This organization is a national voluntary trade associa- 
tion with headquarters at 60 Hudson Street, New York City. The 
membership is comprised of wholesale grocery firms located in all parts 
of the country and the annual volume of business done by our member 
firms constitutes an overwhelming part of the total sales of the whole- 
sale grocery industry. 

Time for this hearing before your committee was requested so that 
the views of our association could be expressed to you in substantially 
the same form as expressed in a resolution adopted unanimously by 
those members present at the association’s 1952 annual convention 
held in Atlantic City last January. I quote the resolution: 


Experience of the past 9 months has demonstrated that price controls on 
food products handled by the wholesale grocery industry have not been necessary 
to accomplish the essential purposes of the act and have done great harm to the 
industry itself. In support of this statement, we submit the following facts: 

(1) The imposition of such price controls was based on the premise that full 
employment and increased purchasing power would create demands for foodstuffs 
that would lead to shortages and that the resultant competition for available 
supplies would bring about constantly rising prices. OPS officials frequently 
expressed the opinion that under such circumstances, the maximum prices or 
mark-ups established by regulation would invariably become the minimum for 
all items, as was the case under OPA, 

Such has not been true of the grocery industry. The United States Depart- 
ment of Agriculture can certify that there is an abundance of food readily avail- 
able to the consuming public and, short of all-out war, there is no likelihood of 
shortage during the remainder of 1951—52 crop year. It should be noted that 
the United States Department of Agriculture, with its existing facilities, is fully 
equipped to supply OPS with exact data to allow clear distinction between foods 
in ample supply and those not so indicated. 

(2) Because of the abundance of foodstuffs, the wholesale trade has been unable 
to obtain maximum ceiling prices on many, if not most, commodities. It is obliged 
to sell these products on an intensely competitive basis that abundance in supply 
creates and is prohibited by regulations from recovering reasonable or traditional 
profits on the remaining products; in short, it is denied the processes of free 
merchandising essential to the American enterprise system. 

The mark-ups imposed by OPS regulations are based on War IT conditions and 
on a 1942—43 survey and do not take into consideration subsequent increased wages 
and other costs of doing business, nor the changes in our methods and practices. 

As a result, members of the industry are working for subnormal profits and 
many are operating at actual loss, a result never intended by OPS and expressly 
forbidden by the Congress in the basie Defense Production Act. 

(3) Other industries have been permitted to operate under their historical 
markups and practices, but such rights have not been extended to the wholesale 
food industry, a situation that in our opinion is unrealistic and discriminatory. 

(4) While wage-stabilization regulations are interpreted with an elasticity 
which encourages ever increased costs of doing business, the price restrictions 
hampering our industry are fitted to meet the needs of an outmoded economy and 
they must be adhered to inflexibly. 

(5) The present condition of oversupply in the grocery industry unmistakably 
indicates the lack of necessity for price controls at this time. Suspension of these 
controls will bring necessary relief to the trade. The acute competitive conditions 
of the market will work as an effective check on any spiralling prices. 

Suspension of such price controls would not deprive the Government of its 
ability to combat inflation, since they could be reimposed at any time if shortages 
or inflationary prices actually require such restrictions: Now, therefore, be it 

Resolved, The National-American Wholesale Grocers’ Association proposes the 
immediate temporary suspension of presently imposed ceiling-price regulations on 
food products handled by the industry, and certified by the United States De- 
partment of Agriculture to be in ample supply. If such relief is not forthcoming, 
then the wholesale grocery industry publicly records its sincere conviction that it 
should receive the same treatment accorded to other industries and be permitted 
to operate on the basis of its individual historical markups. Time is of the 
essence. 
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Since the adoption of this suspension resolution in January, the 
trade generally has concluded that it would be simpler to direct the 
Secretary of Agriculture to be empowered to suspend price controls 
over all important groups of foods, save those he certifies to be in 
short supply. The list of foods in short supply, and subject to infla- 
tionary prices would be a very short one as compared with a list of 
those in plentiful supply. 

Our business is a victim of inaccurate thinking and actions based 
upon the premise that methods that were advisable and necessary and 
reasonably successful under Office of Price Administration are there- 
fore wise today, and for the foreseeable future, under Office of Price 
Stabilization. 

In OPS days, America was engaged in a hot war, confronted with 
ever-present food, manpower, and production shortages that called 
upon all for daily and continuous sacrifices and distortions of normal 
methods of doing business. The demands were such that everything 
was considered in short supply. It was both necessary and advisable 
that controls of every nature be used—prices, rationing, subsidies, ete. 

Now, under OPS, everybody has found plentiful supplies of food 
to be at hand. Prospects are there will be no shortages to speak of 
in 1952. Because of these food surpluses and the outlook for sur- 
pluses-upon-surpluses, we consistently have a violently competitive 
situation which never existed under OPA. It causes most foods to 
pass through wholesalers’ hands at mark-ups well below those per- 
mitted and suggested by OPS last year in its price regulations con- 
trolling wholesaling of groceries. ' 

On top of this, clauses in the present OPS regulations further dis- 
tort normal operations of food merchants by arbitrarily requiring 
them to use the same mark-ups on great groups of foods, regardless 
of grade, historic selling policies, and of the supply situation. In ad- 
dition, between the workings of OPS regulations—surplus supplies— 
fierce competition, the food merchant is left in the position, all too 
often, of having to absorb inventory losses when prices go down. 
He may not, except under difficult conditions, mark up inventories 
when prices rise on isolated items. 

In free-enterprise operations, it is standard practice for food mer- 
chants to offset their losses suffered as a result of market declines on 
some items by following the markets up on other items when they 
have made fortunate purchases, by accurately appraising future 
trends. It is true that it is one of the economic services of the food 
merchant to buy and sell with an eye to the present as well as future 
trends. 

If a merchant happens to make a “‘bad’’ buy, he must sell at a loss 
because competitors force him to. This remains true today. How- 
ever, under existing OPS controis, if he makes a “‘good’’ buy, he can- 
not recoup on it, except under conditions that are onerous in many 
cases. 

Again, basing their thinking upon OPA days and conditions, some 
insist that if foodstuffs in surplus supply and not now contributing 
to the inflationary spiral were exempted, that the prices of such foods 
would immediately rise seriously because food prices did increase 
when ceilings were dropped after World War IT. 

The conditions are entirely different today because of a plentiful 
supply position and merciless competition. A recent poll of expert 
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opinion among wholesale grocers indicated by a 13-to-1 majority that 
generally were exempted from price control. (A limited number of 
non-cost-of-living items now distorted out of the price line and historic 
relationships by OPS might advance slightly but such brands, food 
items, and qualities would still have to meet competitive prices in an 
open market.) 

With plentiful supplies and keen competition prevailing, it can be 
regarded as a safe assumption that prices of food staples would not 
and could not rise much or for long, if controls of foods in adequate 
supply were temporarily but promptly suspended. 

Otherwise we wonder how long America must wait before restoring 
free enterprise and flexibility to operations in the food field? Assum- 
ing that the Communists continue their present threats for another 
decade, must we await their pleasure while the free-enterprise system 
deteriorates under severe regimentation as the days go by? 

So that you may measure the progressive deterioration under the 
severe regimentation of OPS regulations, we herewith submit the 
following tabulations based upon 120 operating statements filed with 
and analyzed by our accountants, Deloitte, Plender & Griffiths, of 
New York City, to a questionnaire sent out at the suggestion of OPS 
officials: 

(1) The replies covered a total sales volume of 1,088,303,741 in 
1951 representing considerably more than 15 percent of the total 
wholesale grocery volume of our country. 

(2) Operating results in the latter half of 1951 as compared with 
the earnings for the first half of 1951 reveal the full impact of de- 
terioration under the inflexible price provisions of CPR 14. 

(a) The 120 firms reported that net profits for the first half of 
1951 were 1.49 percent. For the second half of 1951, net profits 
dropped sharply to 0.47 percent, a decline of 68.3 percent. 

(6) Institutional wholesale grocers, included in above group, 
showed net profits for the first half of 1951 of 1.98 percent. For the 
second half of 1951, net profits disappeared completely and a net loss 
of 0.22 percent was recorded. 

(c) Service wholesalers showed net profits for the first half of 1951 
of 1.37 percent. For the second half of 1951, net profits were cut to 
0.64, a decline of 56 percent. 

(d) These adverse operating results held true for all types and 
sizes of wholesale grocers in all sections of the country. 

(2) Even under ‘‘national emergencies’ we can come up against 
situations in which certain agricultural commodities may actually be 
in an “oversupply” position. Allowance should be made in advance 
for the specific requirements needed to meet this problem. 

Farmers’ marketing groups and other growers’ and _ processors’ 
organizations are continuously appealing to our association to assist 
in moving agricultural commodities into consumption channels in 
order to prevent the destructive effects of “heavy oversupply”. 
There is not enough flexibility in present regulations to permit the 
mobilization of helpful assistance, that our wholesaler members had 
provided in such instances in the past. The new law should contain 
clauses that will correct—even in case of a reversal of general control 
suspension—the reimposition of the present type of inflexible controls. 

(3) Present regulations have their most damaging effect where they 
force dealers to accept losses occurring because of competitive pres- 
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sures, while preventing the recovery of margins on other items which 
could be merchandised to advantage. It can be assumed as certain 
that this situation would again be present if controls, once suspended, 
should be reimposed. 

Wise foresight should write into the law clauses requiring the active 
participation of sworn-in industry consultants in devising formulas 
that will, under any circumstances, enable—and mobilize—active 
distributor versatility to move foods through established channels to 
the best advantage of the producers—with full recognition of the 
consumer’s interest but without destructive consequences for those 
who render the service of distributing at wholesale. 

I would just like to explain, Mr. Chairman and gentlemen, what is 
really meant by the whole thing. We know nothing about any 
busilaess except the wholesale grocery business. We do know some- 
thing about that. 

We are merchants. There are many types of wholesale grocers. 
I do not believe that anybody who knows anything about merchan- 
dising can disagree that if you have to take your losses, and you cannot 
take your increases in mark-ups, you just cannot make money. And 
that is the situation as it stands today, under the present regulations. 

We do not believe that a merchant can take losses and not be able 
to take increases in the market as it is today. Under OPS regulations 
today, we have certain percentage mark-ups over cost. We do not 
think that is going to keep the wholesale food industry in business. 
It just cannot “be done. 

We have a very definite recommendation. We suggest that the 
Secretary of Agricuiture determine what products are in short supply, 
and then reimpose price ceilings in that event. Otherwise, in the food 
industry, there is no need for them. 

Thank you very much, gentlemen. 

Mr. Brown (presiding). Does anyone desire to interrogate the 
witness? 

Mr. Wotcorr. I have a question. 

Mr. Brown. Mr. Wolcott. 

Mr. Woucorr. In your No. (3) on page 2 of your statement, 
you say: 

Other industries have been permitted to operate under their historical mark-ups 
and practices, but such rights have not been extended to the wholesale food 
industry, a situation that in our opinion is unrealistic and discriminatory. 

Under the Herlong amendment, so-called, it says, in part: 

No rule, regulation, or amendment thereto shall hereafter be issued under this 
title that shall deny to sellers of materials, at retail or wholesale, their customary 
percentage margins, and so forth. 

Is it your contention that OPS does not apply the Herlong amend- 
ment to the wholesale grocery industry? 

Mr. Frncu. Mr. Wolcott, the OPS people feel—and we have great 
respect for their integrity—they feel that because there is no historic 
mark-up on, for instance, No. 2 peas, or No. 10 peas, or tomatoes, 
or what have vou, that the Herlong amendment does not apply to 
wholesale foods. 

Mr. Wotcorr. It does not say the historical mark-up, it says the 
customary percentage mark-up. 

Mr. Fincu. Well, what is it today, 5 percent on peas? 
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Mr. Wo tcort. I do not know. 

Mr. Fincu. Well, I mean it varies. And I think their point is 
well taken. 

Mr. Wo corr. The point is, how do they write into this law his- 
torical mark-up, when it reads “customary percentage mark-up’’? 
Do they interpret customary to mean historical? 

Mr. Fivxcu. In foods there is no customary mark-up. Believe me, 
there isn’t. There are several different types of wholesale food dis- 
tributors, retail food distributors, and it is a matter of competition. 
Some of us think that we can make more money than the other fellow, 
if we have an opportunity. If we can buy and sell. If we can mer- 
chandise. 

Mr. Cote. Each individual merchant has his customary mark-up, 
however, has he not? 

Mr. Fincu. Yes, sir. 

Mr. Coxe. Does his mark-up vary, within his own store? 

Mr. Fincu. With each day and each week and each month. 

Mr. Cour. They do? 

Mr. Fincu. Yes, sir. 

Mr. Coxe. On an individual commodity? For instance, dry 
groceries, the mark-up may vary from day ‘to day, week to week, 
in an individual store? 

Mr. Fincu. That is correct, sir. 

Our industry attempts—if we can make 1 percent on sales, we have 
done a good job. 

In 1950 that was about the average. In 1951, it was approximately 
0.67 percent. This year it is going to be approximately 0.25 percent. 

Mr. Woucorr. This is narrowed pretty much to 1 month, the mark- 
ups which were in practice between May 24, 1950, and June 24, 1950. 
Those seem to be the dates. So it would not be too difficult to deter- 
mine the wholesale mark-up during those 30 days, would it? 

Mr. Fincu. Well, sir, we change our price list every day, depending 
on what is going on in the markets that we buy from, our competitors— 
the different factors that we must take into consideration. 

Now, let me explain a little bit more. Perhaps I am not making 
myself clear. 

Mr. Woxcorr. What I am trying to get at is this: of course the 
wholesale grocery business is not unlike the wholesale hardware 
business, or other things, in which there are many, many items. I 
wondered if we had overlooked something here and made it impossible 
for the Herlong amendment to apply to the wholesale trade, where the 
wholesale trade deals in a good many items. I do think that we did 
stress the mark-ups in the automotive industry, perhaps, where they 
have one commodity, but did not have any thought that they could 
not apply the Herlong amendment to all merchandising on the retail 
and wholesale business. 

Mr. Frvcu. We think that the gentlemen in OPS are right in not 
applying the Herlong amendment. 

Mr. Wo.corr. What is your objection, then? 

Mr. Fincu. Our objection is to controls on food when there is no 
emergency in food. We think the Secretary of Agriculture should tell 
us what should be controlled. 

Mr. Wo corr. I got that point, but I thought your other point was 
that you were not allowed your customary mark-ups. 
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Mr. Fincu. That is correct. 

Mr. Wo tcort. Short of repealing or not continuing title IV, which 
provides for stabilization, what is your relief—to put you on the same 
basis with other industries? 

Mr. Fincu. Our relief is to ask Congress to suspend controls on 
food until there is a food emergency. We do not believe that Congress 
should write the rules and regulations for OPS, as long as there is an 
OPS. 

Mr. Wotcorr. All we can do is lay down the standards, and that is 
what we thought we did under the Herlong amendment. 

Mr. Fincu. That is correct. But I do not believe, and our associa- 
tion does not believe, that Congress meant to have the food business 
take such a licking in profits as they are taking. We do not believe 
they meant that. 

Mr. Wotcorr. It is pretty hard to convince the American people 
that food prices are not pretty high. 

Mr. Fincu. We are talking about wholesale groceries now, not 
meats and milk. We do not know anything about that. 

Mr. Woxcorr. Well, are not wholesale prices reflected somewhat in 
retail prices? 

Mr. Fincu. I think the Bureau of Labor Statistics will show that 
straight groceries are considerably down from where they were a 
year ago. 

Mr. Woxcorr. As to profits? 

Mr. Frncu. The values, and certainly the profits in the industry 
are way down. 

Mr. Wouxcorr. Before or after taxes? 

Mr. Fincu. Both. 

Mr. Woxcorr. You think, then, that the only relief you can get is 
to remove controls when there is a plentiful supply of a food commod- 
ity. 

Mr. Fincu. Until the Secretary of Agriculture decides that some 
commodity or item in the wholesale grocery field is in short supply; 
yes, sir. 

Mr. Woxtcorr. I was just wondering how we could work that out. 

Mr. Fincu. By amendment to the Defense Production Act. 

Mr. Wo.tcorr. To let the Secretary of Agriculture determine 
whether a commodity is in short supply? 

Mr. Fixcn. Correct. 

Mr. Wotcorr. Area-wide, or Nation-wide? 

Mr. Frxcu. Nation-wide would be satisfactory in wholesale foods. 

Mr. Woucorr. We would have to give a lot of consideration to 
that, wouldn’t we? 1 don’t know. I am just wondering how, in 
practice, we could work that out. 

Mr. Fincu. We are not now talking about fresh fruit and vegetables. 
We are talking about wholesale processed foods. 

Mr. Woucorr. What I had in mind was the difficulty in applying 
this Nation-wide or area-wide, was the experience that the country 
had with OPS regulations in respect to meats and certain cuts of meats. 

I do not remember the figures, but I will give you some figures, 
which are probably not correct, just for example. 

The price of round steak by OPS was set Nation-wide at $1 a pound. 
where in many areas it had been selling at 90 cents a pound. So 
immediately, the price increased in these areas from 90 cents to a 
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dollar, and they defeated the very purpose of OPS in applying those 
prices area-wide. 

In consequence, in many areas prices increased by 10 percent. 

I would not want to see that done in the wholesale or the retail food 
industry. 

Mr. Fincu. Sir, my personal experience is in the Midwest. We 
operate 51 branches, wholesale branches from Oklahoma north and 
west to Washington ashington. 

The commodities that we buy, while canned foods mostly come from 
California—and the freight rates are a little different—and all whole- 
sale grocers are in that predicament. We are talking about processed 
foods, not fresh foods. There are probably seven different types of 
wholesale grocers. What is known as a food wholesaler, a cash and 
carry, an institution—and so on—and they all keep each other on 
the ball. 

And as I say, if we can make 1 percent net, which the industry did 
generally speaking i in 1950, that is awfully good. 

Mr. Wotcorr. Mr. Fine h, do you think that if the C ongress allowed 
price controls to lapse on June 30, that there would be any increase 
in the retail price of consumer goods which are in plentiful supply? 

Mr. Fincu. We are talking only about processed foods now, are we 
not, sir? That is all I know. 

Mr. Wo corr. I put the question to apply generally. If you prefer 
to answer it as applying to your particular industry that is all right. 

Mr. Fincu. I would be very glad to answer your question, sir, in 
respect only to processed foods. 

I do not know about other commodities. 

Mr. Woxcort. It is perfectly all right if you do not want to answer 
the question as it applies generally. 

Mr. Fincu. I will answer it this way: wholesale foods, processed 
foods, may increase about a quarter of 1 percent, over-all. 

Mr. Woucorr. If we take price controls off. 

Mr. Fincu. Not because prices will go up, but because we will be 
able to offset—I mean our industry will be able to offset its losses due 
to market increases. Today we cannot do that. We are settled 
right over our costs. 

Mr. Wotcorr. Then it is your statement that if we take controls 
off altogether, as you recommend, on wholesale processed foods, that 
the price would increase about a quarter of 1 percent? 

Mr. Fincu. And with the understanding, our recommendation is 
that the Secretary of Agriculture should put them back on when he 
deems it necessary. 

Mr. Wotcorr. Yes. That is all. 

Mr. Brown. Mr. Deane. 

Mr. Deane. Mr. Finch, are you an independent wholesaler, or do 
you belong to a chain? 

Mr. Fincu. Our business was established in Grand Forks, N. Dak., 
67 years ago, by some people who did not have any money but had a 
lot of energy and sense. 

Since then, through building an organization, honest people, and 
saving money, and employee stock ownership, we today operate_51 
branches. 

Mr. Deane. Fifty-one branches? 
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Mr. Fincu. Yes, sir. We are what is known as a chain, but we 
came up the hard way. 

Mr. Deane. What I am thinking about is the fact that it seems to 
me that the small independent wholesaler is being forced out of the 
market today. Is that right? 

Mr. Frxcu. May I say this off the record? 

Mr. Brown. Off the record. 

(Discussion off the record.) 

Mr. Deane. Is it true that these independent wholesale grocerymen 
are being denied the right to purchase standard brands, which the 
chains sell, and they come in and completely encircle the local inde- 
pendent wholesale grocery man, to his serious discomfort? 

Mr. Fincn. Sir, I do not believe that is true. I do not think that is 
the difficulty that is being experienced by these independent fellows. 

Mr. Deane. Well, | am having to contend with such a situation at 
the present time, and the Federal Trade Commission says, in view of a 
court decision, that there is nothing that can be done so far as this 
problem is concerned. I am thinking of one particular independent 
wholesale grocery man that is being forced into a serious competitive 
situation because he cannot get the standard brands that he feels he 
entitled to receive in order to keep his head above the water. 

Mr. Fincu. I would not know why that should be, why that situa- 
tion should exist, unless Dun & Bradstreet’s statement had something 
to do with it. 

Mr. Brown. Dr. Talle. 

Mr. Tatu. Mr. Finch, is Western Grocery Co. associated with 
your national organization? 

Mr. Fincu. The Consolidated Wholesale Grocery, of which Western 
is a subsidiary, are members of our association, ves. 

Mr. Tauue. By one remove, then, it is a member. 

Mr. Finer. That is correct. 

Mr. Tatie. | wanted to ask you about ceilings, on the one hand, 
and over-the-counter retail prices on the other. Are they identical, 
or are over-the-counter retail prices below ceilings? 

Mr. Fixcn. It would be my guess, sir, that 75 to 80 percent of proc- 
essed foods are selling both at wholesale and retail levels below ceilings. 

Mr. Tauye. That is my impression, Mr. Finch, and I wanted to get 
vour statement on it. The vast majority, then, are below the fixed 
ceilings? 

Mr. Fixcn. That is cirrect. 

Mr. Tatrir. Last year I had bad luck with an amendment I offered, 
which is not unusual for the minority, | may say, Mr. Finch, but I 
was here during OPA days, and at that time we thought there was 
wisdom in the kind of thing you suggest, because the Office of Price 
Administration, as it was then called, could not fix prices on foods with- 
out the approval of the Secretary of Agriculture, and so I thought that 
if that was good in OPA days, it might be good in OPS days. 

Mr. Frncn. Yes, sir. 

Mr. Tauue. So I offered that amendment, thinking that the Secre- 
tary of Agriculture, who certainly works with foods ail the time, should 
have something to say about fixing ceilings on food prices, but I didn’t 
get votes enough. 

Apparently, then, around 80 percent of foods sold over the counter 
are selling at prices below fixed ceilings? 
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Mr. Fincu. That, as I say, is my guess. But here is a difference, 
sir, between OPA days and the OPS days. I had some experience 
with OPA days, as well. 

Every processed food that I can think of now was in short supply 
then. We could get the present mark-up over cost—I mean as al- 
lowed presently—on everything that went through the wholesaler, 
and so did the retailer. 

Today, because there is an overabundance of processed foods, 
and we have to apply the same percentages now as were allowed 
under OPA days, is the reason that 80 percent of the items, of the ton- 
nage, are selling under ceilings. And we did not have to get any 
mark-up. Just what they gave us, because we were all doing so much 
business that we could not help making a lot of money. 

Today, we can’t get it. Salmon went off $2 a case last week. That 
isalotofmoney. We have to take it right now. If salmon had gone 
up $2 a case, we could not take it. 

Mr. Watuie. You could not? 

Mr. Fincn. No; they will not allow us. We cannot take the over- 
market. That is what I am attempting to say. 

Mr. Tauue. It appears, then, Mr. Finch, that for the majority of 
foods, inasmuch as they are selling below ceilings, that for those the 
OPS might be termed a decorative bill of expense? 

Mr. Fincu. We believe that, on processed foods, there is no need 
of OPS, until and unless Congress fixes it so that the Secretary of 
Agriculture, or somebody, tells us that foods should be controlled, 
certain items, certain commodities. I mean we all know about crops. 
Maybe next year there will be a shortage of tomatoes or peas. All 
right, let us hold the cost of living down. That is fine with us. But 
let us merchandise a little bit. And we cannot today. We are abso- 
lutely stymied, gentlemen. 

Mr. Tate. Floods could enter into it, as they have this year. 

Mr. Frxcu. Anything, floods, freezes. 

Mr. Tauuie. Drought. 

Mr. Fincu. That is right. 

Mr. Tarun. As in 1934 and 1936. 

Mr. Frncu. That is right. We knew it in North Dakota last year. 

Mr. Tauue. That is right. Bad weather, such as we had last year, 
you remember, too much cold, no spring, and a short summer. 

Mr. Fincu. That is right. For any reason that—well, let us say 
when nature forces a shortage. 

Mr. Tauuie. Thank you, Mr. Finch. 

Mr. Brown. Mr. Cole. 

Mr. Coin. Assuming we have a price-control bill, and a law next 
year, what are your recommendations about price control on wholesale 
groceries? 

Mr. Fincu. An amendment to the Defense Production Act—— 

Mr. Cour. No, no, that is not what I am referring to. You are 
talking now about suspension, that the amendment be suspended? 

Mr. Fincn. Yes. 

Mr. Coie. No; that would not be price controls on these items, 
generally speaking. Leave that out. 

Assuming that we have price control, would you leave it entirely up 
to the OPS, to determine by regulation, how your industry should be 
controlled? 
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Mr. Fincu. Not as OPS is now being regulated. 

Mr. Coxe. Let us put it this way 

Mr. Fincu. I should be smart enough to answer that. 

Mr. Cour. Well, we may have to answer it. Assuming that we 
have price control, but do not have a suspension, do you prefer a 
customary mark-up procedure, or a dollars-and-cents ceiling? 

Mr. Fincu. I think our industry would be glad to be allowed to 
gross, before taxes, what each company did in 1951. 

Mr. Cote. You mean on the margin? 

Mr. Fincu. I mean our over-all gross. 

Mr. Coxe. That is all. 

Mr. Fincn. May I make a brief statement. The Herlong amend- 
ment is no help to us because our order was written before the Herlong 
amendment was enacted. In order to make it helpful to us, we would 
like to stop the amendment right where it says “hereafter,’’ and take 
that out, so that it currently applies. That would be very helpful to 
the retailers and to the wholesalers, too. 

Mr. Coie. Thank you. 

Mr. Fincu. I wanted to make sure the record showed that. 

Mr. Brown. Mr. Nicholson. 

Mr. Nicnoutson. Do I understand you to say that you bought a 
thousand cases of orange juice, and the price went up, and you could 
not take advantage of it? 

Mr. Fincu. No, sir. 

Mr. Nicuouson. Well, suppose it went down 10 cents. 

Mr. Fincu. We have to, because competition forces us to. We 
have to go down. 

Mr. Nicuo.tson. If it goes up, you can’t take it? 

Mr. Frncu. Not unless we buy the usual quantity from our normal 
source of supply. 

Mr. Nicuouson. That is ail. 

Mr. Brown. Mr. Widnall. 

Mr. Wipna.u. No questions. 

Mr. Brown. Mr. Betts. 

Mr. Berts. I have no questions, Mr. Chairman. 

Mr. Brown. We are delighted to have your testimony, sir. 

We will recess now and reconvene at 2 o’clock. 

(Whereupon, at 12:08 p.m., the hearing was recessed, to reconvene 
at 2 p. m., the same day.) 


AFTERNOON SESSION 


(Whereupon, the committee reconvened at 2 p. m., pursuant to 
its recess.) 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
msi Wolcott, Talle, Cole, Nicholson, McDonough, Widnail, and 

etts. 

The CHarrMan. The committee will be in order. 

The clerk will call the next witness. 

The Cierx. Mr. Lansing P. Shield, representing the National 
Association of Food Chains. 

The CHarrmMan. You may proceed, Mr. Shield. 
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STATEMENT OF LANSING P. SHIELD, REPRESENTING THE NA- 
TIONAL ASSOCIATION OF FOOD CHAINS 


Mr. Suretp. Mr. Chairman, and gentlemen of the committee, my 
name is Lansing P. Shield. I am president of the Grand Union Cc 0., 
a food chain with headquarters in East Patterson, N. J. We operate 
318 stores in 6 Eastern States, and a wagon-route business serving 
customers in 30 States. 

I am here on behalf of the members of the National Association of 
Food Chains, which represents 13,000 stores. 

Although the food chains do not speak officially for the independent 
stores, the latter, like ourselves, seek changes in the Price Control Act 
and in its administration. The National Association of Retail 
Grocers which represents many thousands of individually owned stores, 
has joined this association, the Super Market Institute, and the 
Cooperative Food Distributors of America in seeking relief from a 
situation which threatens the stability of the retail food industry, and 
in turn threatens the welfare of the consumer. 

The food retailers I represent have built their businesses on the 
policy of selling foodstuffs to the consumer at the lowest possible 
prices. Our industry depends for its existence upon heavy volume, 
a quick turn-over and small profits. 

Proof of this fact is that the food chains net return on each $10 
grocery order for the past 18 years, has averaged only 14 cents, or 1.4 
cents per dollar of sales. 

The retail food industry of the United States is the most efficient 
in the world. Increasingly, it is becoming the pattern for other 
countries. The industry has become progressively more efficient. 
The spread between the cost of merchandise and the retail price, a 
difference which covers operating expenses, taxes and profits, has been 
cut one-third over the past 15 years. The savings made possible by 
the industry have made the family budget go much further and have 
helped raise our standard of living. This chart 1 am presenting shows 
that prices of foods sold in our stores actually have declined in relation 
to the wage earners’ income. In other words, wages have gone up 
faster than food prices. (See chart No. 1.) 

This chart shows that the prices of food in our stores actually have 
declined in relation to the wages of income earners. In other words, 
wages have gone up faster than food prices. 

The industry requests that price controls on foods be suspended. 
In view of our record of selling food as cheaply as possible, the question 
arises—why? 

By way of preface tomy answer, I should like to point out that if 
there were no controls on food today, I doubt if this committee would 
consider it in the public interest to impose them now. The grocery 
shelves all over America are bulging with merchandise. Prices are 
sagging. Competition is as keen as it has ever been. Under such 
circumstances, it does not seem logical to saddle the taxpayers and 
industry with a complex, costly and restrictive set of regulations. 
Food price controls were designed for an economy of scarcity. Since 
the total supply of food more than meets the over-all demand, the 
pressure of prices due to shortages has been removed. This is the 
reason we recommend suspension of food price controls. 
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The second question which I am sure is in your minds is what will 
happen if price controls are suspended? 

In answering this question, I might point out that the Federal 
Reserve Board in lifting controls on Wednesday, evidently believes 
that inflationary forces have been largely brought under control and 
that a generally stable price trend is in view. 

If controls are lifted, some food prices will rise. Undoubtedly some 
will go lower. Here is a clue as to what may happen. 

Food prices should rise very little. Undoubtedly some prices will 
go up, but on the other hand, some prices will go lower. 

It is estimated that the average increase in the per capita expendi- 
tures for food would be less than 6 cents per week if retailers were 
permitted their historical net profit. 

For the last 6 months of 1951, net profits after taxes for a group of 
representative chains amounted to about eight-tenths of 1 percent, or 
only 8 cents on each $10 grocery order. This is a decline of 60 per- 
cent from 1950 earnings. Restoration of historical profit margins may 
mean little to the consumer, but it is a matter of life and death to 
our industry. It also directly affects the welfare of some 750,000 
retail food employees and their families. 

This would not be an across-the-board increase. If retailers are 
allowed flexibility and freedom of operation, there is a better oppor- 
tunity to reduce prices of the items normally bought by the lower 
income groups. 

Here is a simple illustration. The most popular item in our meat 
departments is ground beef. This includes hamburger, ground chuck, 
and ground round. Under OPS regulations we are permitted to dis- 
play two grades of hamburger. On the other hand, we are not al- 
lowed to display any ground round or ground chuck. Normally these 
latter two items represent over 30 percent of our ground-beef business. 
But today, because of our inability to have these readily available for 
our customers, sales of ground round and chuck have dropped to less 
than 5 percent of our total ground beef business. 

Now, if we were allowed to do our own competitive pricing and make 
normal displays, we would get our normal distribution of 30 percent of 
sales, or better on ground chuck and round. On chuck and round our 
historical margin is somewhat higher than on hamburger. These are 
bought primarily by groups with higher than average incomes. 

If we could get our normal profit on these quality items, we could 
then afford to sell our hamburger, which is popular with the wage 
earners, at less than the prescribed OPS mark-ups. This same prin- 
ciple applies on canned fruits, canned vegetables, olives, condiments, 
and a long list of other items. Suspension of price controls, with 
retailers fighting for business as they are today, might actually help 
the low-income groups. They would find more food bargains than 
they are finding today. If you look at chart No. 2, this chart shows 
graphically what rigid mark-ups do to historical margins. 

You will note that we formerly made 8 percent on the 8-ounce pack- 
age of Wheaties. Now OPS allows us 16 percent. Then there are 
other items where we had a larger margin, which is reduced to 16 
percent. 

It so happens that Wheaties, Corn Flakes, and some of the others, 
are the most popular items with the wage-earner groups, and yet 
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actually the margin has been advanced under OPS regulations, and 
we have gotten away from our traditional margins. 

The third question which the members of the committee may well 
have on their minds is: Has OPS carried out the intent of the Con- 
gress so far as the food retailers are concerned? 

For over a year now members of our industry have made innumer- 
able journeys to Washington, have submitted mountains of figures, 
in an effort to get relief from the existing squeeze, only to find that 
more figures and more tests were asked for by OPS. Despite many 
promises, we have obtained little relief. Chart No. 3 is a chart 
which shows the low historical margin of our industry and what has 
happened to it under OPS regulations. 

You will note it has dropped from 18.4 to 17 percent, and our normal 
net profit is 1.4 percent. 

We also would like to present for insertion in the record a detailed 
report of our efforts to get action from OPS. I have this report 
with me. 

Our industry is on record as having offered repeatedly to turn over 
to the OPS many of its best men to assist them on the many techni- 
calities of food-price control. The OPS has shown little interest in 
availing itself of this help. 

We have been denied the benefits of the so-called Herlong amend- 
ment under which retailers are supposed to get their historical pre- 
Korean mark-ups. OPS has various explanations for treating us 
differently than it does other retailers but we are certain it was not 
the intent of Congress to discriminate against us. 

OPS recently indicated that it felt that some relief should be given 
grocers but it did not propose to give this relief through the obvious 
and simple method of allowing the grocers their customary, individual 
percentage mark-ups—as it allows other retailers—but through an 
adjustment to bring the industry up to the minimum of the OPS 
industry earnings standard. 

What is the industry earnings standard? Is it a price control 
provision written into the law by the Congress? No, it is a formula 
devised by OPS. It has the effect of being a profit control device. 

Under the industry earnings standard, the OPS will not give an 
industry price control relief until the earnings of the industry fall 
below 85 percent of the three best of the 4 years, 1946-49. Then and 
then only will the OPS consider granting relief. 

Now the National Association of Food Chains reports that figures 
on earnings for 23 representative food chain companies with a total 
1951 volume of $4.9 billion—about one-sixth of total retail food 
sales—show profits far below the 85 percent of the industry earnings 
standard. 

Based on published surveys, chain food industry earnings for the 
last half of 1951 were only 50 percent of the earnings standard. 
Chart No. 4, which I have here, illustrates this situation. With 
wages and other operating costs rising, the need for relief becomes 
increasingly imperative. 

Mr. Brown. Why does not the Herlong amendment apply to you 
people? 

Mr. Suretp. The OPS did not construe it as applying. 

Mr. Brown. It is possible to apply it? 
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Mr. Sutevp. It is perfectly possible to apply it. 

Mr. Cour. Have they construed it as not applying, or have they 
just ignored it? 

Mr. Suietp. I would say they have ignored it. 

Mr. Coir. Was my understanding, that they have never made a 
statement or regulation in which they have said that the Herlong 
amendment does not apply to the food industry? 

Mr. Suteip. That is right. 

Mr. Brown. Would you be satisfied if you had the protection of 
the Herlong amendment? 

Mr. Suretp. Under present supply conditions, I do not think food 
price controls are necessary, only standby controls. 

Mr. Brown. You have not answered my question. 

Mr. Surevp. No. 

Mr. Wotcorr. As I understood Mr. Finch this morning, speaking 
on behalf of the wholesalers, he said that OPS has not applied the 
Herlong amendment because of the impossibility of determining, in 
any period, their historical mark-ups. Is that so of the retailers. 
industry also? 

Mr. Sutetp. I have bad many conversations with officials in OPS, 
and that reason was never given me. 

The fourth question which might be asked is—will OPS suspend 
prices on foods in adequate supply unless Congress orders this done? 
We don’t think so and before I tell you why, I should like to give you 
a very brief summary of the food supply situation as it is today. 

Pork, lamb, poultry, milk, eggs, fish, citrus fruits, rice, canned 
vegetables and canned fruits are in surplus, with poultry, eggs and 
fish setting new high records. Cattle on farms are at an all-time high. 
This year’s wheat crop is expected to be the third largest on record. 

Foods are now so abundant that the Department of Agriculture is 
buying a number of commodities in order to keep prices up. Since 
April 9 the Department has purchased over 26 million pounds of pork 
products to boost hog prices. The Department has announced a 
program for the purchase of up to half a million cases of eggs. We 
have assembled some of the food products which the Government is 
buying—to keep prices up—at a time when Government is talking 
about the threat of inflation. And these products are displayed over 
here on this table. In practically every case there is a ceiling on the 
product, and now, also a floor. 

Because there is an ab indant evidence that almost all foods are in 
ample supply, we feel justified in asking that Congress write a specific 
provision in the Defense Production Act which will require OPS to 
suspend price controls on foods in plentiful supply. 

Anyone familiar with the so-called OPS suspension formula realizes 
that we will have controls for an indefinite period if that formula is 
allowed to stand. In reality, the formula is a formula to justify the 
continuance of controls. 

The food retailers also respectfully request a provision which will 
give us easier access to the courts. 

At the present time we have no satisfactory way of getting prompt 
consideration of inequities. The only court we can go to is the 
emergency court set up in Washington. While that court ean hear a 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 533 


complaint, its jurisdiction is limited. It can uphold or invalidate a 
regulation or it can remand an issue to OPS for reconsideration. No 
court has the power to compel OPS to correct its administration of 
the law since OPS is exempt from the rules that govern other 
governmental agencies 

On the other hand, OPS can go into any Federal district court and 
bring criminal or civil action against any citizen—in this case, any 
grocer. In our opinion, it should be possible for any businessman to 
tile an action in any circuit court of appeals if he feels he has been 
wronged. 

eg, ey up, we respectfully request: 

That the Defense Production Act be amended to insure prompt 
pi ontrol of items in plentiful supply. Provision should be made for 
equally prompt recontrol if and when necessary. 

2. That the act be further amended by the addition of provisions 
which give the food retailers the same rights, that is, historical margins, 
Ww a: are granted other retailers 

That an amendment be made to the act which permits any 
amines or individual to have access to circuit courts of appeal. 

In conclusion, let me say that members of our industry have 
recognized fully the gigantic and almost impossible job that has been 
given the Office of Price Stabilization. For this reason, we have 
endeavored to cooperate with it and exercised great patience. Not 
only as businessmen but also as citizens, we are fully aware of our 
obligations to do everything possible to lessen and control inflationary 
pressures. We are ready and willing to cooperate with the OPS and 
any other agency of Government in all sound attempts to stabilize 
our economy. 

In closing, I wish to thank the members of the committee for their 
patience and consideration. 

The CuarrmMan. Are there any questions? 

Mr. McDonovuau. Mr. Chairman. 

The CHatrman. Mr. McDonough. 

Mr. McDonovueu. Take one commodity, in the different categories, 
and give me the differences in ceiliags, in categories 1, 2, 3, and 4. 

Mr. Suievp. Generally 3 and 4 apply to chain stores, and if your 
volume in a given store is less than a certain amount, you can avail 
yourself of No. 3 prices, which are slightly higher than No. 4 prices, 
and the difference ranges not more than 2 cents to an item—on many 
items they are the same—and in most items it is a cent or fraction 
thereof; whereas in classes 1 and 2, they apply only to the independent 
stores and they get considerably higher mark-ups. 

Mr. McDonovau. These commodities that are subsidized by the 
Government, are all of them selling below OPS ceilings? 

Mr. Surexp. So far as I know, they are. There are certain items 
there that have no ceilings, such as fresh fruits and vegetables, and 
I think some walnuts, or a couple of items like that, on which there 
are no ceilings. The rest are selling below ceilings. 

The CuarrMan. How many items are you selling below ceilings? 

Mr. Surevp. The last count was 635. 

The Cuatrman. Then if they raise the ceilings on some goods 
that you mention, there is no obligation to you to sell at that price? 
You can still sell at the price that prevailed before the ceiling was 
raised, isn’t that true? 
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Mr. Suietp. We could not afford to raise, because competition is 
about as keen as [ have ever seen it. 

Mr. McDonovenu. In addition to selling below ceiling, you also 
have the added cost of keeping up with regulations, filling out forms 
and the usual red tape that is necessary under OPS, have you not? 

Mr. Sure_p. We have that direct cost and then there is an indirect 
cost which is very serious. The cost more or less kills the initiative 
of the organization, because they are always afraid of violating a 
regulation, and they know they are under constant supervision. So 
the tendency is to play it safe. 

Mr. McDonoveu. Can you estimate how much added overhead 
cost is necessary to keep up with regulations? 

Mr. Surevp. In our own business? 

Mr. McDonovau. Yes. 

Mr. Suretp. Every manager and every department manager in 
every store which we operate spends a great deal of his time on regula- 
tions, as you can imagine. It is verv difficult to estimate what that 
cost is. 

In addition to that, we have quite a staff in headquarters just trying 
to interpret the regulations, which we do not seem to be able to do 
sometimes. . 

Mr. McDonoveu. What other relief would be extended to you if 
controls were removed, than the necessity of maintaining regulations 
and red tape? 

Mr. Surevtp. The great relief would be the opportunity to mer- 
chandise our lines. Now, take canned goods, for instance, which are 
a very important item, as you know, in the family food budget. 

Practically all retailers carry three grades: Standard, extra standard, 
and fancy. Now, historically, we sell the standard items at a lower 
mark-up than the other two, and they are the items that the wage 
earners largely buy. 

On the other hand, the fancy items get the highest mark-up. Under 
OPS, the ceiling is the same on all the items, which is obviously poor 
merchandising, and it works against the lower income groups, because 
if we can’t get a better profit from the higher income groups, then 
we can’t sell as cheaply to the low-income groups—and that is the 
most serious part of this OPS regulation, as I see it, on margins. 

Mr. McDonoveanu. In your opinion, do you believe that if controls 
were removed, that the trade would maintain a low price schedule 
on these commodities, just as low as it is now, depending on supply 
and demand, or would there be a tendency to increase prices? 

Mr. Surevp. Well, I can tell you what I think we would do. We 
would be very conscious, as we now are, of our competition. We 
would be very fearful to move up any prices. But if we moved up 
any prices, it would be the prices in the quality groups, and that 
would give us some flexibility on the standard merchandise, which 
we then would feature more strongly in order to get more customers 
in our stores. 

So:the net effect would be that a customer who really has to watch 
her pennies, if she is a good shopper, should save money, and, of course, 
what we do, our competitors will do. So a wise shopper, I would say, 
would find a lot of bargains. 

The CuarrmMan. Most of vour intensive competition comes from 
other chains; is that not true? 
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Mr. Surevp. No. 

The CHarrRMAN. It does not? 

Mr. Suretp. We have some excellent independents that are tough, 
good competition, and in some towns they are just as strong as the 
chains. 

After all, the independents are still doing almost 60 percent of the 
food business in this country. 

Mr. Brown. Well, they have many more stores, too. 

Mr. Surevp. Yes; they have a good many more stores. That is 
right. 

Mr. Cour. I would like to ask you about the news item in today’s 
paper, from the Associated Press. The particular newspaper that ] 
have has this heading: “Substantial price increases seen on groceries 
within a few days. OPS moves to grant higher ceilings as dealers’ 
earnings begin to lag.”’ 

Are you familiar with that and will you comment on it? 

Mr. Suretp. I would be very glad to comment on it. It seems to 
me someone is confusing prices with ceilings. 

Mr. Coun. What is the difference? 

Mr. Suietp. Well, in one case you have the permission to raise 
prices, but you set the prices, and even if ceilings were eliminated 
immediately, I would not anticipate any broad increase at the retail 
level. I think that is a very misleading statement. 

Mr. Coie. I quote further: ‘“‘An official told the reported some 
items in 33 of the 36 classes of package groceries covered by good 
price orders may be given higher ceilings.” 

Mr. Surevp. Yes. 

Mr. Coun. It is your idea, then, that that does not necessarily 
mean an increase in prices of those items? 

Mr. Surevp. I might repeat that in our own business we have 635 
items that are now selling below ceilings. They could advance the 
ceilings on those items, too, and it would not make any difference. 
And many of these items that they are talking about in the news- 
paper come into that category. 

Mr. Coir. Were these ceilings increased by reason of the Herlong 
amendment; do you know? 

Mr. Surevp. No. 

Mr. Cour. These ceilings mentioned in the newspaper report? 

Mr. Suirip. That was based on an appeal by Safeway for histori- 
cal margins. No; that is wrong. I am told it is under CPR-15. 

Mr. Cour. And it has not anything to do with Herlong or Cape- 
hart? 

Mr. Surievp. That is right. 

Mr. Cour. I wanted to get that clear. 

Mr. Surevp. That is right. 

Mr. Cour. Are the regulations in your industry, with respect to 
the Herlong amendment, the same as the regulations in connection 
with other retailers? 

Mr. Suieip. They are different. 

Mr. Coir. How are they different? 

Mr. Suievp. OPS has never granted us historical margins. 

Mr. Cour. Have they granted historical margins for other retailers? 

Mr. Suie.p. So far as we know, in every case. 

Mr. Coie. Dry goods, men’s clothing, and other retailers? 
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Mr. Suieip. Hardware, and a tong list of items. 

Mr. Coxe. So far as you know, then, vou are the only industry 
which has been accorded different treatment? 

Mr. Sureip. Yes; the OPS admits that. 

Mr. Coin. They admit that? 

Mr. Sureip. Yes. 

Mr. Cote. Do you ksow why they have done it? 

Mr. SuteLtp. We have asked them, and as I just said, they give 
different reasons, they say it is just our hard luck to be in the food 
business. 

Mr. Coxe. Well, I will say to you, I asked Governor Arnall the 
other day why they had not done it and he said his explanation did 
not satisfy himself. He has advised me that lhe will look into it further. 

I understand that a memorandum will be added to the hearings, 
about the time we are ready to close, and that will be an explanation. 
Such a memorandum was added in the Senate hearings, after some 
similar questions were asked, so that no answers were made in the 
open hearings, but a memorandum was attached to the hearings. 

I have read the memorandum, and I yet do not understand the 
explanation given by the OPS. I am like Governor Arnall, the 
explanation does not satisfy me. 

I wonder if you would care to comment further upon the explana- 
tions that were given in this memorandum, which were included in 
the Senate hearings, on this bill. Are you familiar with them? 

Mr. Surevp. Yes, I am. 

Mr. Coie. Have you any comment to make about it? 

Mr. Surevp. Well, I did not think that it was a good explanation. 
I do not think it can be explained. It is a fact that formerly we had 
a historical margin of 18.4, and we now have 17 percent. The OPS 
has all the figures proving it, but they just sit tight and refuse to do 
anything. 

Mr. Cote. How many retailers are there in the country, do you 
know? 

Mr. Sure_p. About 400,000; that is grocers. 

Mr. Coie. That is just food? 

Mr. Sureip. Yes, that is grocers. 

Mr. Coie. How many retailers other than that? 

Mr. Sarevp. Over a million. 

Mr. Coxe. Then 400,000 are then treated differently from the 
million? 

Mr. Sutetp. They admit that. 

Mr. Coie. There must be some reason for it. I think Congress is 
entitled to know, and it seems to me that somebody ought to be able 
to tell us. 

Mr. Surevp. Well, it is a political subject, and I do not think it 
would be in order for me to comment on it. 

Mr. Cour. In that connection, then, would it be possible that food 
is considered in a different category than clothing, and therefore they 
should meke a tighter restriction? Is it a tighter restriction? 

Mr. Sure_p. You see, it represents about one-third of the average 
family’s budget, and therefore it is a very extensive subject. 

Mr. Core. That is all. 

‘The Cuarrman. Are there any other questions? 
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Mr. McDonouau. Can you inform the committee of the present 
price schedule on these 600 some items that you talk about that are 
below ceiling? At about what price are they now? Are they at the 
same price rate as 1942, 1939, or where are they? 

Mr. Suietp. No. Of course, many of those items are selling below 
January 1951. As you know, the Dun «& Bradstreet wholesale index 
is down about 11 percent from a vear ago. Pork is selling below a 
vear ago. We are selling steaks as cheaply as 79 cents a pound, with 
a ceiling of $1.14. You sav, ‘“‘Well, why don’t vou get more money 
for them?” They would not move. People are pinched. So we 
have to get what we can, or there will be that much waste, and our 
cost of business will go up some more. 

Mr. McDonoveu. If this bill were amended to read that prices of 
these items—we would have to specify what particular items they 
are—any prices below the January 1, 1950, price, shall not come under 
ceilings, would that cover the situation? 

Mr. Suarevp. I think that it would not be equitable, either for the 
consumer or the retailer, because there have been so many wide swings 
in individual commodity groups. 

Mr. McVonoven. What sort of an amendment do you think the 
bill ought to have in order to meet your problem? 

Mr. Surevp. We think that a suspension of price controls, at this 
time, is desirable and in the public interest. 

Mr. McDonoveu. On all commodities? 

Mr. Sureip. On all food items, ves. 

Mr. McDonovuau. All food items? 

Mr. Sureup. Yes. Now, the point may be raised that we may 
have a shortage here and there, but in normal times we have shortages 
on individual items, but the consumer is the best price controller of 
them all 

Take the case of potatoes. Ifa ceiling had not been put on potatoes, 
we would have had potatoes in our store today. Now, we have not 
half enough to supply our customers. The reason for that is that the 
price has been held down, the people have bought them, instead of 
shifting their purchases to other cheap items, such as macaroni, 
spaghetti, and other vecetables. 

Mr. McDonoven. That is all. 

Mr. Wipnatu. Mr. Shield, how have the earnings of these food 
companies been affected during the past year? Have they gained 
or lost? 

Mr. Sureip. Well, we have a chart here that graphically shows 
that thev are down 50 percent from the base period 1946-49, the 
three best vears, and they are away below the industry earnings 
standard. 

Mr. Wrpnatu. Has that made a material difference in the amount 
of taxes collected by the Government, also? 

Mr. Surevp. Well, our company last vear, in the year just closed — 
our fiscal vear ends on March 1—paid just about an even million 
dollars less in income taxes to the Government than in the previous 
vear, and we believe that a very large share of that is due to OPS 
reculations. 

Mr. Coie. And in spite of that being below the industry earnings 
standard, vou have still been unable to obtain relief? 


97026 
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Mr. Suretp. We have obtained some pass-through orders on some 
individual items that did not amount to anything. Our margin 
continues to go down. 

Mr. Tauie. Mr. Chairman. 

The CHarrman. Mr. Talle. 

Mr. Tatutz. Mr. Shield, I am looking at the table, and what is on 
it, to your right. I see an array of rather familiar groceries. I am 
also looking at the placard which stands back of those groceries on 
the table, and I read this language: 

If price controls are needed, why is Government buying these foods to keep 
their prices up? 

Is the Government at the present time buying those products to 
keep their prices up? 

Mr. Surevp. So far as we know, that is the reason. There is some 
buying for hospitals, but the principal reason and underlying motive 
is to put floors under prices. 

Mr. Taye. I am sure that it would be helpful for the record if 
you could supply data showing to what extent the Government is 
buying them to keep prices up. 

Mr. Suretp. We would be very glad to submit that for the record, 
sir. 

Mr. Tatie. And I think, too, it would be well to indicate, in each 
instance, what the over-the-counter price is as of today. 

Mr. Suie_p. We will be glad to do that, and also give the ceiling 
price. 

Mr. Tauur. Yes; I was going to ask you for that. 

Mr. Sureip. Yes; we would do that promptly. 

Mr. Tauie. Thank you, Mr. Shield. 

(The information referred to appears on p. 607. ) 

The CHarrman. Are there further questions? 

Mr. Bervs. Mr. Chairman. 

The CuarrmMan. Mr. Betts. 

Mr. Brerrs. You have been mentioning suspension here. Are you 
referring to just a temporary withdrawal ‘of price fixing in this field of 
groceries, or do you mean that Congress not extend the Defense 
Production Act? 

Mr. Surevp. We think there is sufficient justification for the sus- 
pension of price controls on food at this time. We do believe that 
there should be machinery available for prompt recontrol if the situa- 
tion changed due to some emergency. 

Mr. Berrs. Well, you have no comment to make as to whether or 
not the act should be extended or not? 

Mr. Suretp. We are not asking that at this time. 

Mr. Berts. Well let me ask you this, then——— 

Mr. Surevp. It might be extended in a different form, I might say. 

Mr. Berrs. Let me ask you this: If the occasion should arise, then, 
for recontrol, how would you suggest that be done? 

Mr. Suteip. The Department of Agriculture has plenty of statistics 
on the need for foreign use, and domestic use, and the supply in the 
foreseeable future, of all important commodities, and it is a relatively 
simple formula, I would think, to determine when recontrol or decon- 
trol should be applied. 

There must be a finding of fact that there is a shortage before re- 
control. 
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Mr. Berrts. That would be up to the Secretary of Agriculture? 

Mr. Surexip. That is right. 

Mr. Berts. In other words, then, whether the food industry were 
under control or not would simply depend upon whether the Secretary 
of Agriculture felt that it should be? 

Mr. Sureip. No; 1 would say that he would be following the intent 
of Congress and the law. There would be certain restrictions placed 
around him so that he would have to prove that there was an actual 
shortage. 

Mr. Berrs. That is all, Mr. Chairman. 

The Cuarrman. If there are no further questions, you may stand 
aside, Mr. Shield. 

Mr. Saieitp. Thank you very much, Mr. Chairman. 

(The charts and other material supplementing Mr. Shield’s state- 
ment appear pp. 540 to 547.) 

The CuarrMan. Call your next witness, Mr. Clerk. 

The CLerx. The next witness is Mr. Hanson, representing the 
retail food industry. 


STATEMENT OF ELISHA HANSON, ON BEHALF OF THE RETAIL 
FOOD INDUSTRY 


Mr. Hanson. Mr. Chairman, gentlemen of the committee, my 
name is Elisha Hanson. I am appearing in behalf of the retail food 
industry this afternoon, to discuss a specific proposal for suspension 
and reimposition of controls where necessary, and also certain amend- 
ments which I have submitted to you in advance of my appearance, 
to correct what we regard as the inequities in the protest and court- 
review sections of the act. 

The proposals which we are submitting are based not only on a study 
of the act, but on experience at both the administrative and court 
levels of its operation. They are offered not to seek selfish advantage 
for any individual, any group of individuals, any business or any 
group of business; they are submitted solely in furtherance of the 
avowed and expressed congressional purpose to give all now subject to 
a regulated economy that fair and equitable treatment prescribed by 
the Congress, but denied elsewhere in the act by limiting provisions of 
procedure, denied by the Administrator, and withheld by a court 
which is powerless under its limited jurisdiction to give equity. 

Now, you have been discussing decontrol, or suspension of con- 
trols, and with your permission I will present both the statement 
which I have prepared and submit also the draft of amendments, and 
then get right into the question of the suspension of controls. 

A bit of historical background is always essential to a discussion of 
legislative proposals: 

From the date of the enactment of the act in 1950 until January 26, 
1951, no direct controls were exercised over retailers under the pro- 
visions of title IV. Rather all sellers were asked to exercise volun- 
tary restraint in the matter of increasing prices. 

Then on January 26, 1951, the Director of the Office of Price Stabili- 
zation issued General Ceiling Price Regulation by the terms of which 
he froze all prices at retail at the highest price charged by any seller 
during a base period of December 19, 1950—January 25, 1951. At the 
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INCOMES VERSUS FOOD PRICES 


PROPORTION OF WAGE EARNERS DISPOSABLE INCOME 
SPENT FOR FIXED QUANTITY OF FOOD 
1935-39 AVERAGE versus 195! 





1935-39 Average 


Source: U.S. Department of Agriculture, "The Marketing and 
Transportation Situation" 
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OPS MARKUPS TOO BIG 
FOR SOME ITEMS, 
TOO SMALL FOR OTHERS 


VARIATION IN PRE-KOREAN MARKUPS FOR 
16 CEREAL ITEMS IN LOS ANGELES. CALIF. 
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*CPR I5 puts all cereals in one commodity group. 


Source: Pre-Korean Markup Data from Safeway Stores, Inc. 
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PROOF THAT OPS HAS REFUSED TO 
GIVE GROCERS THEIR PRE-KOREAN 
MAR KU PS Average Realized Markups for Grocery Stores 





PRE-KOREA UNDER OPS 
(2nd Qtr. 1950) (4th Qtr. 1951) 


SOURCE. Doto from nationo! surveys by G FP Gronhom and Co, Certifies 
Public q firm in gion, D.C 





Stores surveyed moke opproximotely (5 percent of grocery soles in the 
United Stotes 
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GROCERY INDUSTRY PROFITS 
FAR BELOW OPS 85% STANDARD 


100 % 


1946-1949 OPS Profits Grocery Industry 
Profits Standard Profits Last 
(Best 3 out of 4 years) Six Months, 195! 


OPS says it will deny price adjustments to FOOD INDUSTRY PROFITS HAVE BEEN SUB- 

ony industry unless earnings of thot NORMAL FOR THE PAST YEAR. NO ADEQUATE 

industry fall below 85% of the average RELIEF IS YET IN SIGHT. IN FACT, UNLESS 

profits of the best three out of four SOME ADJUSTMENTS ARE MADE, AND 

years, 1946-1949. INCREASED WAGE RATES TAKEN INTO 
ACCOUNT, GROCERY INDUSTRY PROFITS MAY 
WELL FALL TO 25% OF THE OPS STANDARD 
BY MID-YEAR. 


SOURCE Profit date from survey by G P Grohom ond Co, Certified Public 
Accounting firm, for the National Associotion of Food Chains. Doto besed on 
operations of grocery stores making obov! one-sixth of the grocery soles in the 
Unde States 





544 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


TOMA 


Paivsielr tae 


seco 7 


4c 
5e 


2c: 


Swenes Yor Bee? F 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 045 








300% PURE FRESE BEEP ONLY! 
. 
dave ent neti Seen’ Kine 
ptt oh ca atcanteet 
Scaticoleserenntiathe.anaetienrene 
Sgn tent Reemeed 4 SO 


Frying Chicke: 
Rock fonwage.... SH cee le oman 
Grand Duchess Steaks... 3, 79" (ie) Oedenine Dales govieg 
agate Rint “8 toe. es 43° (me) ——— 
(ak) Blended Juice 72. 
[ite] Bedford Jellies =7=: 





= 
burr .. is 79e 
cheese... S7e 


+ 
ol 


MILK . ox 
tatam . 2 om 47e 





peeghoe yg rage A VARIETY OF FLAVORS? 
TOP FROST, RICH, — ag 


i ICE = ee 


aia Fees as a 
oUZ DREFT 





7 SSSA MM Se, ope we Se DE 


3.2" CK) 
aie Ce) 
8 = 1" Ce) 
7 = 1 Ce) 
B= 1" Ce) 
5 2 (ee) 
3 2b [ie] 
6 = 1° (xe) 
13 = 2° (3) 
4°> 1" fe} 
3 > (ie) 
3- 1° (ke) 
5 - 1 (ie) 
41" Te) 
3 Ee 
621" 
wmw-1°. 





oa - Rae OR 





Re Sm Hedy > PomePay tie Bie "Nese Sone” 


oe e BESS 
OXYDOL | CAMAY 
2 Sm. 55¢ SOAP 

te! 3 i 23¢ 














tot natn 1) oot roe. | tg iist Tuna = 34° “Junket” Desserts LI 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 

















= 


| Me F 
pra 
= 
me ¥9 
eg 
me 
onal 

erg | 
Ge 

ce 


= § 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 547 


Fs 








By 
Pee 5 90 So out 
een hoot on oooh 0b 
Tae pans no tom Op Nontganead ont 
Way ‘nites Moe (08 49 BNgtnE Br, 
$e,i0mh Ne Nes.om ad us even inti. "Bagn Nes Se 


ean oorain.ey oe 
Pests Se ogee 8 
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Many Food prices are down at First National 
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same time the same technique was used to freeze the prices of whole- 
salers and other suppliers. 

Notwithstanding the requirements of the act, there was no con- 
sultation with members of the affected industries prior to the issuance 
of the regulation. Nor was there any provision therein for the 
adjustment of hardships or inequities. 

Even worse, there were no findings of facts made to support the 
regulation. Neither the Director who issued it nor those affected by 
it had the slightest idea at the time as to what its effect on the economy 
of this country would be. 

The requirements of section 402 (c) of the act were ignored. 

Still, further, the director, in respect of one agricultural commodity, 
hogs, deliberately ignored the mandate of section 402 (d) (3) and fixed 
ceilings on pork products when hogs at the time were selling below 
parity as determined by the Secretary of Agriculture. 

No comment by anyone affected by the regulation can better illus- 
trate the arbitrary and capricious action of the director than the 
remarks he himself made in his statement of considerations accom- 
panying its issuance. 

In that statement he said that the situation confronting him required 
“bold and drastic action.”” Further that— 

In this emergency, we cannot be confronted with partial measures. The 
problem which confronts us today is not the result of price increases for a few 
commodities or groups of commodities; prices have been going up all along the 
line. We must therefore take broad-gaged, sweeping action to halt the spiral in 
prices. Because of the comprehensive character of this action and the need for 
speed, it has not been practicable to establish committees of representatives of 
the persons substantially affected by this general ceiling price regulation and to 
consult with them. 

Still further in his statement of considerations the director said: 

In the formulation of this regulation special circumstances have rendered im- 
practicable consultation with industry representatives, including trade-association 
representatives. 

Thus it is obvious that those affected by the regulation were not 
consulted as the law requires. 

In respect to the requirement of the law, section 402 (c), that 
provision shall be made for adjustments to prevent or correct hard- 
ships or inequities, Director had this to say in his statement of 
considerations: 

No general provision for the adjustment of individual hardship cases is included 
in the regulation. This is because it is virtually impossible to predict the specific 
types of hardship situations which an order of this seope may create and which 
can be relieved consistently with the effectuation of the fundamental stabiliza- 
tion objectives of the Defense Production Act of 1950. 


A promise was made that at a future date the Director would issue 
such provisions and standards for adjustment as may be necessary 
and proper under the statute, but the fact remains that when he 
issued the regulation he issued no such provisions. 

Now, it is pertinent to inquire further into his intentions. The 
regulation itself was issued on January 26, 1951. From time to time 
thereafter Director issued certain interpretations of the provisions 
thereof. 
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HOW GCPR WORKED 


Businessmen soon found how GCPR worked. 

The prices of their suppliers were not fixed at the highest prices 
those suppliers sold them. 

Retailers purchase many products in carload quantities for delivery 
to their warehouses from which in turn such products are delivered 
in their trucks to their retail stores. This was true before the base 
period and during the base period. It is still true. 

A particular retailer’s suppliers during the base period, as before 
and since, had other customers who purchased in small quantities, 
with the suppliers performing the delivery function. The higher price 
charged by the supplier for the merchandise plus the added service of 
delivery to its other customers thereafter became the cost under 
GCPR to a retailer who performed his own delivery service. 

Also, during the base period many suppliers had advanced their 
prices immediately before January 26. Where a retailer had made 
no purchases from these suppliers at the higher prices, the advanced 
prices nevertheless became that retailer’s costs, notwithstanding its 
retail prices as frozen by GCPR did not reflect suppliers’ increases. 

Still further, OPS by amendment 5 to GCPR provided that a seller’s 
ceiling price must represent at least 10 percent of his dollar volume 
during the base period to a class of purchaser. 

This amendment enables a seller to select for ceiling purposes a 
small fraction of his sales which were most costly to him in terms of 
service rendered in connection therewith and use this price for buyers 
who purchased in carload or truckload units with a minimum of 
selling and delivery expense. 

Through the operation of GCPR, retailers’ costs advanced on many 
items to the point where in a few weeks they equaled if they did not 
exceed the frozen selling prices. 

The attitude of OPS toward this squeeze between increasing costs 
and frozen selling prices can be stated no better by a critic of OPS 
than it was stated by that agency itself. 

On May 4, 1951, General Ceiling Price Regulation Interpretation 
No. 3 was issued (832A CFR, ch. II], 16 FR 4192). In that interpre- 
tation the following question and answer appeared: 

Question: (3) Seller, A, purchased a commodity from his supplier, X, early in 
the base period at $1 and resold it at $1.25. However, his supplier, X, made 
deliveries to other purchasers of the same class later in the base period at $1.25 
which thus became supplier’s ceiling price. Seller, therefore, now has to pay 
$1.25 for the commodity but his ceiling price for resale remains $1.25, the highest 
price at which he delivered the commodity during the base period. 

Answer: In all such ‘‘squeeze”’ situations, involving sellers who are still subject 
to the GCPR and whose problem is not solved by amendment 5, the answer is 
that the seller’s ceiling price is determined under section 3 as the highest price 
at which the commodity was delivered during the base period to a purchaser of 
the same class, regardless of any resulting hardship. 


CPR 15 


On March 28, 1951, the Director issued Ceiling Price Regulation 
15. This regulation fixed new ceiling prices on dry groceries and 
perishables for all stores of the type Safeway operates. The act 
required the Director, so far as practicable in the exercise of his 
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authority, “to ascertain and give due consideration” to comparable 
prices, margins, ans so forth, in effect during the pre-Korean period. 

The Director made no study of pre-Korean prices and margins 
before issuing CPR 15 but full information in respect thereof was 
furnished him, insofar as those affected by CPR 15 were concerned, 
by the industry itself. 

Completely disregarding the mandate of the statute and the infor- 
mation supplied, the Director went back to margins used during OPA 
days of World War II, made a slight adjustment thereof, and directed 
their application to all subject to CPA 15. Then he glibly expressed 
the opinion that his adjusted OPA margins would substantially equal 
the pre-Korean margins. 

In other words, he made a guess as to what would be proper margins, 
after rejecting the evidence offered by the industry. 

A statement of considerations accompanied the issuance of CPR-15. 
In this statement the Director said that at the time general ceiling 
price regulation was issued he recognized it was not well adapted to 
the long-range control of prices in many parts of the economy; that 
the freeze technique used in GCPR rewarded those who had increased 
their prices most; that the distortions in cost-freeze relationships and 
the chance abnormalities that existed in the base period were frozen 
into the price structure; and that the contrast between the inade- 
quacies of a “freeze”? regulation such as the GCPR in controlling 
prices for food distributors and the success of the margin-type regula- 
tion used by the OPA in World War II made it imperative that dis- 
tributors’ ceiling prices on dry groceries be fixed on a mark-up basis 
at the earliest possible date; and that the best mark-ups available 
were those used by OPA in effect from 1943 to 1946; and in order to 
act promptly he had employed those mark-ups for most food cate- 
gories for most food distributors. 

The Director admitted in his statement of considerations that he 
had been furnished facts by the retail food industry to disprove the 
fairness of his margins. On this point he said: 

The chain stores and supermarkets, however, have insisted that the OPA 
mark-ups would be inadequate and have presented calculations to show that their 
application to pre-Korea operations would reduce by approximately 3 percent on 
sales the grocery department gross margins experienced at that time. They urge 
that their operations are conducted on a low net margin of profit to sales and fear 
that these ceilings will mean loss operations. This position has been given very 
eareful consideration by the Director of Price Stabilization. An examination of 
the data submitted by the chains and supermarkets indicates that there is a 
substantial basis for these figures. In most food categories the OPA mark-ups 
conform generally with normal pricing practices. In some categories, however, 
it has been indicated that mark-ups have changed substantially since the war. 
In issuing these regulations, therefore, the Director has made some adjustments 
in these food categories. These adjustments will be carefully checked against 
the results of the survey. 


Earlier the Director said in the same statement of considerations: 


The Office of Price Stabilization is now organizing a study of margin and 
earning figures for food distributors in order to obtain more recent comprehensive 
data. If the study should indicate that the ceiling prices established under this 
regulation are either too low or too high, the regulation will be promptly revised 
to reflect the results of the survey. 


Just as he had made a guess as to what would be proper margins 
under CPR-15, so did the Director make a guess on the profit picture. 
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In his statement of considerations he said that he had reviewed the 
post-Korean experience on sales and profits. He said: 

* * * food stores have also experienced a marked and rapid increase in 
physical volume. This means that fixed overhead cost can be spread over more 
units of merchandise and the cost per unit reduced. * * Percentage 
mark-ups can be reduced and the distributor will still be able to cover dollar 
increases in these overhead expenses and realize net earnings comparable to those 
realized prior to the inflationary period. 

* * * Tn 1950 the sales of leading chain stores increased over 1949 by 
approximately 6 percent, mainly during the last half of the year. However, dollar 
earnings for the same chains increased by 18 percent, thus, dollar earnings increase 
substantially more percentagewise than dollar sales. Apparently, therefore, 
overhead expenses have not risen as sharply as food costs and food prices and 
this has been reflected in higher earnings. On the basis of these considerations the 
Director of Price Stabilization finds that the mark-ups set forth in these regulations 
will produce generally fair and equitable prices. 

In his statement of considerations, accompanying the issuing of 

wien as : ; ; 
General Ceiling Price Regulation, the Director had said: 

Data available for individual industries and other businesses of all size classi- 
fications, present an almost uniform picture of high profitability. 

These statements of the Director as have been shown hereinbefore 
have been absolutely refuted by experience under his regulations. 

Now, let’s see what has happened to that promise which the 
Director made on March 28, 1951, when he said that he was organizing 
a study of margin and earning figures in order to obtain more recent 
comprehensive data and that if the study should indicate that ceiling 
prices established under CPR 15 were either too low or too high then 
“the regulation will be promptly revised to reflect the results of the 
survey.” 

That promise was made on March 28, 1951. 

It has not been kept. 

In fact, no effort was made to implement the survey prior to June 
30, 1951, when the act expired. 

It really did not get under way, notwithstanding frequent references 
to it between August 16, 1951, and February 28, 1952, until March 17, 
1952. 

It will not be completed in time for analysis and action before the 
present act expires on June 30 this year. 

So there, gentlemen of the committee, you have a picture of mal- 
administration such as seldom, if ever, has been presented in respect 
of any agency of this Government. A regulation affecting the whole 
economy of the United States was issued in the absence of any recent 
information and solely on the basis of guesses which have proved 
utterly wrong. 

A promise was given at the time the regulation was issued that 
a survey would be “made to determine the facts and that the regula- 
tion would be promptly revised to reflect the facts when the facts 
were gathered. Yet, here we are more than a year later and the 
survey has just gotten underway. It will not be completed so that 
it can be acted on prior to June 30, when the present law expires. 

In the case of other regulations, such as General Ceiling Price 
Regulation CPR—25, CPR-25, Revised, Supplemental Regulation 47, 
Supplemental Regulation 65, and Supplemental Regulation 79, where 
no promises of a survey were made, the action taken, just as in the 
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ease of CPR-15, was taken in the absence of any findings of fact 
whatsoever, and in respect of those regulations issued since August 
1, in direct and deliberate disregard of the requirements of section 
402 (k) of the act. 


THE REMEDY FOR SUCH MALADMINISTRATION 


If the act is extended for what appear to the Congress to be sound 
reasons for extension, consideration should be given to the urgent 
necessity of reappraising the procedures for protest, adjustments, and 
judicial review. ‘To that end there are submitted for your considera- 
tion certain proposals for amendment, that if adopted, in our opinion 
will make more certain the fair and equitable treatment prescribed 
by Congress in the present law, but disregarded by OPS in its 
administration. 

FINDINGS OF FACT 


It is a fundamental principle of administrative law that no regu- 
latory agency should be permitted to issue orders in the absence of 
basic or essential findings of fact supporting such orders. The absence 
of such basic or essential findings required to support an adminis- 
trative agency’s order should render it void. 

Yet, in the Defense Production Act of 1950, as amended, Congress 
failed to lay down the same rule for this administrative agency it has 
laid down for all others, such as the Interstate Commerce Commission, 
the Federal Communications Commission, and the Federal Trade 
Commission, to name but a few. 

It is therefore suggested that section 402 (c) should be amended as 
proposed in exhibit A attached hereto and asked to be read as a part 
hereof to require the agency administering price controls, as a pre- 
requisite to the issuance of any price-ceiling order, to make findings of 
basic and essential facts in support of the order, to include them in the 
statement of considerations accompanying the order and to consolidate 
the statement of considerations and the order for purposes of protest 
and appeal to the courts, if the protest be denied. 

rl’ z - , ; 

The enactment of such an amendment would go far toward putting 
an end to the type of regulation suffered by the retail food industry 
at the hands of OPS as revealed in this statement. 

This is not a revolutionary proposal. In fact, it is but a suggestion 
that Congress go back to the principles advocated by it and the spon- 
sors of the legislation at the time the Emergency Price Control Act of 
1942 was first proposed. 

As was stated by the Emergency Court of Appeals: 

In section 2 (a) of the Emergeney Price Control Act (50 U. 8. C. appendix, 
secs. 901-946), it is provided that every regulation or order issued for the purpose 
of establishing maximum prices ‘“‘shall be accompanied by a statement of the 
considerations involved in the issuance of such regulation or order.’’ In its report 
on the first draft of the emergency price-control bill (H. R. 5990), the Committee 
on Banking and Currency of the House of Representatives states: ‘‘All ceilings are 
to be established by regulation or order of the Administrator and each ceiling under 
this subsection is to be accompanied by a statement of the considerations involved 
in its establishment. This statement will afford those subject to a price ceiling 
an adequate opportunity to know the basis for its adoption and to formulate, in 
the form of protests * * * any objections which they may have to the 
price ceiling.”” The report of the Senate Committee on Banking and Currency on 
the Emergeney Price Control Act of 1942 sets forth that the statement of con- 
siderations underlying the Administrator’s action serves “to expose to public 
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serutiny and criticism the grounds upon which the price * * * regulations 
are based. The Administrator, in order to retain public confidence and support, 
will thereby be required to identify the problems arising in connection with each 
price regulation and to indicate the reasons for his actions. * * * All maxi- 
mum prices are to be established by regulation or order of the Administrator and 
each such regulation or order is to be accompanied by a statement of the considera- 
tions involved in its issuance. This statement will afford those subject to a 
maximum-price regulation an adequate opportunity to know the basis for its 
adoption and therefore, intelligently to formulate, in the form of protests as 
provided in section 203 (a) of the bill, any objections which they may have to such 
regulation.” 

In the hearings on the act before the Senate Committee on Banking and Cur- 
rency, the General Counsel of the Office of Price Administration in explaining 
the provisions of the proposed bill stated that review of price regulations was not 
review of quasi-judicial action, but of quasi-legislative action. In the course of 
his remarks, he stated: ‘‘These are regulations applicable to an entire industry, 
and what we have done here is to utilize a standard which the courts themselves 
had devised: That is, whether the action taken is in accordance with law or is 
arbitrary or capricious. Now, we have gone beyond that in order to get something 
like findings of fact in order to help those who operate the act. What we have 
done is to provide ‘‘statements of considerations at two points of time. First, at 
the time that the regulation is issued, and then a supplementary statement 
before judicial review is had. In this way all the facts, the full case can be pre- 
sented to the court.” 

In the brief on the legal aspects of the bill, which was submitted by the General 
Counsel of the Office of Price Administration and filed at the hearing, and printed 
in the foregoing Senate report, it was stated: 

“Price ceiling regulations, under the House committee bill are to be issued by 
the Administrator after full inquiry. Each regulation must be accompanied by a 
statement of the economic considerations justifying its issuance. This require- 
ment insures responsible and considered action by the Administrator and gives 
notice to protestants of the essential basis of the Administrator’s price action. 
Thus the protestant can direct his objection to the precise issues which determine | 
original action and can shape his evidence and arguments into the most effective 
form. The issuance of a statement of consideration will, in fact, sharpen the 
issue in every stage of administrative reexamination” (Allied Foods v. Bowles, 
151 F. 2d 449). 


In the Allied Foods case a regulation of the OPA was set aside by 
the Emergency Court of Appeals because the regulation conflicted 
with the facts found by the Administrator. 

Subsequently, the Administrator of the OPA virtually abandoned 
the practice of making specific fact findings to support his regulatory 
orders. Under OPA we have had no facts but only expressions of 
opinion, the latter largely based on guesses, and all wrong. 


EXTEND THE TIME FOR PROTEST 


Another amendment is offered to eliminate the 6 months time limit 
within which one may protest a regulation. Such amendment will 
further effectuate the announced policy of fair and equitable admin- 
istration. 

The Director’s repeated promises—as repeatedly broken—of mak- 
ing a survey of margins for the purpose of correcting any inequities 
that might be contained in CPR 15 demonstrate the necessity for 
such an amendment. No public agency should be allowed to take 
advantage of citizens as OPS has done in respect of this regulation. 

If such bad faith is not sufficient reason for eliminating the fixed 
period within which a protest may be filed, there are other reasons. 

One of them is to be found in a brief of the OPS filed in the Emer- 
gency Court of Appeals on February 4, 1952, in support of its motion 


97026—52—pt. 1——36 
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to dismiss a complaint against the dismissal by OPS of a protest against 
CPR 15. 

As stated heretofore, that regulation was issued in haste, without 
any findings of fact by the agency, and in total disregard of facts fur- 
nished by the industry. It was accompanied by a promise of a sur- 
vey of recent economic data and prompt adjustment when the survey 
was completed. 

The promise was not kept. And when the case was appealed to 
the court, OPS replied: 

The economic study mentioned in the statement of considerations acconpany- 
ing CPR 15 is in progress. It is a formidable task requiring months to plan, 
develop, compile statistical data, analyze, and study. Preliminary instructions 
and techniques for the collection of margin data have been developed and tests 
to determine the sufficiency of these techniques have been made in New York 
City and Columbus, Ohio. In view of the magnitude and difficulties in the 
conscientious performance of such a task, the time taken by respondent cannot 
be considered unreasonable or less than that fairly indicated in the original state- 
ment of considerations. 

Thus on the record, we find that OPS has inflicted controls on th® 
retail food industry in complete ignorance of the effect thereof on the 
industry; in the absence of any findings of basic facts to justify its 
regulatory orders; and with an arbitrary refusal to accept facts from 
those adversely affected by its orders as a proper substitute for its 
capricious and illegal guesses. 

If, as represented to the court, it is such a formidable task to ascer- 
tain the facts after the issuance of a regulation then it is respectfully 
submitted to this committee that the power to regulate in the absence 
of facts should be withdrawn without further delay. 

In the retail food business, purchases are made from week to week 
and prices vary not only because of differences in geographical loca- 
tions but because of seasonal variations in price and consumer pref- 
erences. Thus a type of regulation that may be fair and equitable in 
a particular locality or in the particular month in which it is issued may 
become grossly unfair and inequitable some months after its issuance. 
Furthermore, it has been the experience of all subject to OPS that 
when inequities are demonstrated nothing has been done about them. 

Still further, under the system of industry consultants and industry 
advisory committees it is fair not only to the agency but to industry 
to afford a reasonable time for the orderly adjustment of hardships and 
inequities at the administrative level, before invoking the litigation 
procedures. 

Therefore, if we are to have a controlled economy no road blocks 
should be thrown up to obstruct fair and impartial administration of 
the act through court review whenever a regulation becomes unfair 
and inequitable. 

To illustrate: When the freeze technique was employed in the 
issuance of GCPR, it must have been assumed by OPS that the freeze 
would apply to all in the same manner. However, as has been shown 
hereinbefore such was not the case. Also as has been shown, OPS in 
changing the controls from time to time proceeded to change them 
without first ascertaining the essential basic facts on which it could 
make a reasonable determination of the effect of its action. 

Still further, in its regulation of a business which has historically 
operated on a percentage mark-up basis OPS ignored the mandate of 
Congress to provide percentage margins and issued a series of regu- 
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lations affecting the whole industry, no two of which use the same 
formula for controls. 

The record shows: CPR 15 on dry groceries and perishables pro- 
vides for percentage mark-ups, category by category, based on an 
OPS guess as to what their resultant effect would be. 

CPR 25 and CPR 25, Revised, provide for dollars-and-cents ceilings 
on individual cuts of beef with no regard whatsoever for a percentage 
return on a carcass of beef and with no flexibility in price to effect a 
balanced-carcass movement. Also, these regulations contained 
minimum trim standards wholly at variance with those used in the 
industry. No allowance was made for seasonal and geographical 
consumer Variations. 

SR 65 was designed not to provide percentage margins as required 
by section 402 (k) but to perpetuate realized dollars-and-cents margins 
on pork products in a base period other than that provided in the 
statute. It bears no relation to percentage margins realized in the 
pre-Korean period. 

SR 79 fixes percentage margins for the sale of lamb and veal. The 
percentages must be determined from operations of 1 week in 
January 1951 and applied to current costs. Again, OPS made no 
findings of essential basic facts and merely substituted therefor its 
opinion that the prescribed margins were equivalent to pre-Korean 
margins. 

If it be contended that the present statute is sufficiently broad to 
permit protest whenever new grounds arise, it is pointed out that 
OPS reserves to itself the prerogative to determine whether new 
grounds have arisen 

It is inconceivable that the multitude of administrative agencies 
such as the National Labor Relations Board, the Interstate Com- 
merce Commission, and the Federal Trade Commission would be 
permitted to operate in the manner OPS has operated. 

The Supreme Court has repeatedly said that the absence of basic or 
essential findings to support an order of an administrative agency 
renders that order void. Also, that an administrative agency cannot 
acquire power by its own unlawful acts. 

Cieaaress should make certain that this agency which now seeks an 


extension of its authority to regulate the price economy of this country 
shall always be subject to full judicial review of its actions. If it be 
made so subject, it may conform to the fundamental principles of fair 
and equitable administration prescribed by Congress. 


ORDERS GRANTING, DENYING, OR DISMISSING PROTESTS SHOULD 
CONTAIN FINDINGS OF FACT 


Just like all other administrative agencies, OPS should be reawred 
to incorporate its findings of fact in its orders granting, denying, o 
dismissing protests. 

Furthermore, such findings should be supported by substantial 
evidence on the record as a whole. 

To the end of making such findings requisite in orders on protest, 
your attention is directed to the suggested amendment of section 407 
of the act submitted herewith. 
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FULL AND COMPLETE JUDICIAL REVIEW 


Under the present act full and complete judicial review of orders 
of OPS is impossible. To the end that those aggrieved by the orders 
of the agency may be given opportunity for judicial review, such as 
has been granted persons aggrieved by orders of other agencies, an 
amendment is herewith submitted proposing a revision of section 408 
of the act. 

By the terms of this amendment the following would be accom- 
plished: 

The present exclusive and limited jurisdiction of the Emergency 
Court of Appeals would be abolished and jurisdiction vested in any 
circuit court of appeals in any circuit in which the petitioner resides 
or transacts business or in the United States Court of Appeals for the 
District of Columbia. 

The reviewing court would be given exclusive jurisdiction over 
the proceeding and of all questions determined therein, subject to 
review by the Supreme Court of the United States. 

The reviewing court would be given full equity powers to grant 
temporary or permanent relief; to enforce, modify, or set aside in 
whole or in part the order complained of; to dismiss the petition; or 
to remand the case for further proceedings in conformity with the 
court’s decree requiring specific action within the scope of principles 
decided by the court. 

4. An expedition clause is included to avoid irreparable damage 
from delay. 

Power to enter decrees having the effect of declaratory judg- 
ment is vested in the reviewing court. 

The need for full and complete judicial review and for vesting the 
reviewing court with full equity powers is imperative. 

The Emergency Court of Appeals was set up originally as a tem- 
porary court. The judges were assigned to it from various circuits 
and districts. It isa real burden on them to take time out from their 
regular duties in their circuits and districts to handle this specially 
assigned work. 

There is no sound reason why appeals from this particular admini- 
strative agency should not be directed as are the appeals from prac- 
tically all other agencies, namely, to the various circuit courts of 
appeals or to the United States Court of Appeals of the District of 
Columbia. 

The revision of the review section of the statute as proposed in no 
sense of the word would be a reflection upon the Emergency Court 
of Appeals. Rather, it would be merely a recognition of the fact 
that there should be a consistency in congressional policy in respect 
of provisions for review of the orders of administrative agencies. 

Under section 408 (a) of the present act the jurisdiction of the 
Emergency Court of Appeals is limited to setting aside, in whole or 
in part the regulation or order complained of, to dismissing the 
complaint or to remanding the proceeding. 

By reason of its limited jurisdiction the court is invariably faced 
with the question as to whether a decree may not destroy the whole 
scheme of control. It is placed in the position of being forced to weigh 
the questions of (a) granting justifiable relief to a complainant and 
(b) if by so doing, wiping out a regulation in its entirety. 
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The present statute vests in the court absolutely no power to require 
OPS to revise its regulations to give the fair and equitable treatment 
prescribed by Congress; to grant specific relief in specific cases; to 
require changes in procedures at the administrative level to bring 
them into harmony with the statute. 

Congress having prescribed fair and equitable treatment should 
make certain that it is granted. This can be done by giving the 
reviewing courts full equity powers and by no other method. 

The present statute denies to the Emergency Court of Appeals 
power to enjoin an obviously illegal order (sec. 408 (c)). The 
reviewing court should have such power. Even though it never be 
necessary to exercise it, if the power is conferred it will serve as a 
preventative for arbitrary and capricious action at the administrative 
level. 

The present statute is unique in another respect. A citizen 
adversely affected by it is fettered in advance by its terms and 
given an almost impossible task of overcoming the presumption of 
validity of an order. He must present evidence to show that a 
protested regulation is not only unfair and inequitable in respect of 
its effect upon his business but also upon all others engaged in his 
same line of business. He must not only assume the burden of proof 
but he must be able to rebut opinion, expressed by the Director of 
the OPS, on the basis of information possessed by the Director, but 
the evidence in support of which need not be incorporated into the 
record. 

The citizen is limited, as hereinbefore pointed out, to access to 
but one court, and that court with a narrowly limited, nonequity 
jurisdiction, in his effort to obtain fair and equitable treatment. 

Now, let’s see what OPS can do if it desires to proceed against a 
citizen to enforce one of its regulations. 

It can proceed under section 409 (a) or 706 for an injunction or 
under section 409 (b) in a criminal case. 

OPS is not limited to one court but can proceed in any district court 
of the United States. 

And the citizen, unless first he has prevailed in a protest proceeding, 
cannot even raise the defense that the regulation invoked against him 
is invalid. 

Wholly irrespective of whether such a statute is repugnant to the 
guaranty of due process in our Bill of Rights, it would seem that the 
Congress would wish to reappraise it in the consideration of proposals 
to extend the act beyond the present expiration date of June 30, 1952. 

To that end I am submitting for your consideration amendments 
that will place the citizen on an equal footing with his Government 
before the bar of justice. I respectfully request for these proposals 
your considered attention. 

Attached hereto and asked to be considered as a part hereof are 
various proposals for amendments offered for your consideration. 
Accompanying each is a brief legend, stating the reasons for its sub- 
mission, and what in the opinion of its sponsor it will accomplish. 

Now we have submitted a specific provision that section 402 (b) (2) 
of the act be amended so that the amendment will read: 

Provided, That on and after September 1, 1952, no ceiling price shall be appli- 
cable with respect to a material or service, unless the President makes a specific 
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finding of fact and sets forth the basis for the finding in rule, regulation, order, 
amendment or supplement thereto, imposing such ceiling price. 

That (1) such material or service is in such short supply as to threaten because 
of price of such material or service to rise unreasonably, and (2) such material or 
service is important in relation to business costs or living costs. 

Thereafter the President shall review such findings of fact, and all rules, regu- 
lations, and orders issued thereunder, and add to and remove from such individuals, 
services or materials, such ceiling prices in accordance with the afore-mentioned 
standard. 

Provided further, That no ceiling price on any material or service can be reim- 
posed or maintained below the ceiling price on such material or service in effect 
on the date the ceiling on such service or material was suspended. 

Now there, we think, as a very simple formula to erase a lot of the 
hardships of the present situation. 

Now your present act is deficient in one major respect, and it is 
deficient, I think, because of the administrative aggression. 

Originally, when the Emergency Price Control Act was passed, it 
was the understanding of Congress, based upon the representations of 
the sponsors of it, that the statement of considerations accompanying 
regulations would be in effect statements of findings of fact in justifica- 
tion of the regulations, so that anyone affected by the regulations would 
know exactly what to point to in a controversy arising thereunder. 

Under the Office of Price Stabilization we have had no findings of 
fact in support of any regulations. We have expressed opinions in 
the absence of any findings, or with the admitted lack of knowledge of 
any facts, accompanied by promises, in these statements of considera- 
tions, that surveys will be made. 

But the surveys have not been made, or completed, and there we 
have been fixed, in the retail food industry, with a series of regulations, 
with no findings of fact, and yet whether attacked, either before the 
OPS or before the courts, one is told he must prove the hardship on 
the entire industry, not only on himself. 

Now, this decontrol amendment takes in everything—not only 
food, but everything else that is in plentiful supply. 

You have delegated to the President under this act certain powers 
which he in turn can redelegate. If he wants the Secretary of Agricul- 
ture to make a determination as to whether there is a short or full 
supply of food, he can ask him to do it. 

If he wants the Secretary of Commerce to make the same deter- 
mination insofar as other items are concerned outside the food field, 
he can ask him to do it. 

But you have set the standards, if you accept this amendment or 
something similar to it, which will have to be followed so that the 
determination will not be made on the basis of guess or opinion. It 
will have te be accompanied by a finding of fact. 

Now the next amendment that we put in—— 

Mr. Coxe. Let me interrupt you, if I may. 

Mr. Hanson. Yes, sir. 

Mr. Coxe. A finding of a fact, as a practical matter, between now 
and June 30, assuming price control is continued—how would they 
administratively handle that? 

Mr. Hanson. If the amendment which I propose—assuming that 
the Price Control Act is being continued—is included, it provides that 
it shall be made before September 1, not June 30. 

Mr. Cote. Before September 1? 
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Mr. Hanson. That is right. In other words, it gives more than 
90 days from now on, if the Congress should pass the act, say, prior 
to June 1. He would have three full months in which to make his 
determination. 

We are not just making a short saw-off date, and if it be the judg- 
ment of Congress that a later or earlier date would be more appropriate, 
the Congress can change it. What we have tried to do is to give you a 
formula, in answer to the questions which were put, both in this com- 
mittee and in the Senate Committee, that will be fair not only to the 
administration, but to the public as well as to those who are subject 
to controls if it be your judgment to continue controls. 

Mr. Coie. Would there be any difficulty in determining that, with 
respect to component parts of a manufactured commodity? 

Mr. Hanson. Are you speaking of food now, or of something else, 
sir? 

Mr. Coun. Not of food. 
Mr. Hanson. I don’t think it would be difficult to determine it in 
any line. 

Mr. Corr. You don’t? 

Mr. Hanson. No, I don’t. I just can’t see how it can be, because 
of all the statistics the Government is collecting today, day in and 
day out. Why, they receive millions of reports. Everybody who is 
engaged in business in this country, no matter what line he is in, is re- 
porting either to the Secretary of Agriculture, the Secretary of Com- 
merce, the Federal Trade Commission, the OPS, and some of them to 
all of these, and many other agencies, too. 

Mr. Cote. In addition to that, there would be some materials in 
some manufactured products which would be decontrolled and some 
which would be under control? 

Mr. Hanson. There might be. That would again raise the question 
as to whether the final product is in full supply or in short supply. The 
whole thing is based upon supply. 

Mr. Cour. I understand. 

Mr. Wotcorr. Well, Mr. Hanson, you say that “Thereafter, the 
President shall review such findings of fact,” and so forth, ‘‘and shall 
add to, or remove,’ and so forth. What if he doesn’t act? 

Mr. Hanson. Well, then, it would be assumed that if he doesn’t 
act, he wouldn’t have any cause to act, and J think it can also be safely 
assumed, in the light of our past experience, that if there is any appear- 
ance of a shortage or a likelihood of it, he would rush in, or his 
delegated authority would rush in. 

Mr. Wotcorr. I had just the opposite of that in mind. When he 
finds a shortage, and puts a ceiling price on, and that shortage is 
corrected and we have a surplus in that commodity, his review would, 
according to this language, presuppose that he would take the ceiling 
off. How would you take care of that? 

Mr. Hanson. If vou follow through the other amendments we take 
care of that situation exactly. 

The next amendment, which is short, one specifically to provide for 
the amendment of section 402 (c). 

We provide in section 402 (c) for these findings of fact, to accompany 
regulations. 

e don’t have them now. And this is the only agency that I 
know of, under our set-up in the United States, that can come out and 
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issue orders in the absence of the finding of basic and essential facts 
and make them stick. 

Mr. Coxe. Of course, the basic and essential facts that OPS is 
interested in finding is whether or not the peak of price is higher than 
that peak at the oridinary base period. And that is all they are inter- 
ested in. Is that not right? 

Mr. Hanson. I don’t think that is all they are interested in, but 
my own private view of what they are interested in. I don’t think 
should be on the record here. 

Mr. Wotcorr. Would you like to state if off the record? 

Mr. Hanson. ‘Yes, sir. 

(Discussion off the record.) 

Mr. Wovcorr. All right, Mr. Hanson. 

Mr. Hanson. Now, [have a third amendment here. And this is a 
rather peculiar one, gentlemen. You wrote a provision io the act that 
the OPS couldn’t fix ceiling prices on agriculture commodities selling 
below parity. 

One of my clients raised the question, over the ceiling prices on pork 
products—and hogs today are selling at probably the lowest price 
at which they have sold in years. Before we raised that question, 
certain hog butchers raised it, and protested the ceiling price on pork 
products, and the OPS Director denied their protest, on the ground 
that they were aot the proper parties to make it in view of the fact 
that they were not producers of hogs. 

Then when my client came along and protested that, as one feature 
in a general protest, we got the same ruling. The other people dropped 
it but we went to court, and the Emergency Court of Appeals held 
that only the producers of hogs, or the producers of agricultural 
products, could protest that illegal ceiling, that anybody else who 
was affected by it had no rights under the narrow limitation of the 
present section 402 (d) (3) of the act. 

So I have suggested to you, in simple language, an amendment: 

Any person who is subject to a ceiling price, on an agricultural commodity or 
any material processed therefrom, and who is aggrieved by any action taken, or 
not taken, by the President pursuant to this paragraph, may protest such action 
or failure to act, pursuant to section 407 of the act. 

We have had ceiling prices on pork products, however effective 
they may be, ever since January 26, 1951. We have a regulation 
today, a supplemental regulation 65, on pork, that ignores the require- 
ments of the Herlong amendment, and it is still there, and in my 
opinion, it is a violation of the provision of the act which prohibits 
the placing of ceiling prices on agricultural products selling below 
parity. 

And hogs have not been at parity, with the single exception of the 
month of August, since April 15 last, and in the last 28 months, they 
have been at parity or above only 6 months in the 28. 

At the last report, for April 15, they were selling at 76 percent of 
parity. 

Then we come to another amendment, which I have proposed, and 
that is that this 6-month limitation for protest shall be eliminated. 
In other words, as the law now stands, a regulation which may be fair 
and equitable at the time it is issued, but may become unfair and 


a 


inequitable 7 months later, can never be protested unless you can 
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show some new grounds, and the change in the price range, increase 
or decrease, or whatever it may be, is not a new ground for protest. 

That goes right to the heart of one of the problems that vou have 
here, and that is Nation-wide ceiling regulations, which are supposed 
to be tailored to fit the whole United States, without any regard for 
seasonal variations in supply, price or demand, without any regard 
to consumer preferences, and without any regard to geographical 
variations. 

In other words, these regulations are supposed to have the same 
effect in New York, Georgia, Michigan, and California—and I simply 
say that they are perfectly ridiculous the way they stand. Take the 
hog regulations, even though one would have been legal—had it been 
issued in February, 1951, it became illegal then, it again became legal 
by a bare scratch in August 1951, but since August 1951, it has been 
illegal regulation. But no one can protest this illegal act, by reason 
of this particular hard and fast clause in the law. 

We think the entire protest procedure of this law should be brought 
up to date. 

We think that each protest, or each decision on a protest, should 
contain statements of facts and findings of fact for the denial. 

Under the law as it stands, the opinion of the Director of Office of 
Price Stabilization has more weight in the Emergency Court of 
Appeals—not by reason of any personnel on the court, but by reason 
of the statutory provision—than any evidence which a protestant 
may submit. 

There is now pending a case down before the OPS, where the 
Director issued a conditional denial of a protest and granted a right 
to the protestant to submit further evidence in rebuttal of his proposed 
decision, and the decision, if you please, is based upon evidence which 
he has not incorporated into the record of the case, and which, although 
request was made 5 weeks ago that he do incorporate it so that it 
might be rebutted, has not vet been placed in the record. 

Now if he drags his feet on that until the time limit for the rebuttal 
submission expires, it means another unnecessary step in the court of 
appeals, where a mandatory order will have to be sought to require 
him to put into the record the evidence on which he based the decision. 

Furthermore, when you have a legal question, such as was decided 
by our Emergency Court of Appeals only last Monday, the law should 
contain a provision that the court may enter a declaratory judgment, 
on a simple, unvarnished question of law, such as was involved in the 
case surrounding the Capehart amendment or its construction by the 
court. 

That case was first presented to the Emergency Court of Appeals 
last fall. Eight months went by because of the procedures set up in 
this act before the court could finally get around to handling the case 
in the way the act provides, simply because there was a lack of a 
requirement, or a provision for the court rendering a declaratory 
judgment. 

Now | come to this question of court review and here I want to 
point out the difference between the citizen and the Government, in 
respect of the review of a harsh decision by the OPS. 

There are two amendments dealing with that, Mr. Congressman. 
The protest procedure begins on page 6, and the court review or full, 
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fair, and complete judicial review on page 15, and then one final one 
on page 22. 

As it is now, a citizen, who is aggrieved by an order of the OPS, is 
permitted to protest. Now, let’s assume that the citizen is a small 
grocer in a small village in the United States, who maybe nets $2,500 
a year on his business, and he finds that he is going out of business 
because the law has put him in a squeeze whereby he can’t operate. 

Well, he files his protest, the mere fact that he is having the life 
squeezed out of him makes no difference under the standards of the 
present act, and under its construction by the Office of Price Stabili- 
zation. 

He is required to prove that the whole segment of the retail food 
industry, or any other industry of which he happens to be a part, 
is suffering equally. 

The result is that many people close up business before they will 
undertake the legal expense necessary to fight such a law as this. 
They just simply can’t afford it. 

Let’s take the citizen that can make that kind of a fight. If he 
does try it, he has to file his protest in Washington, D. C., according 
to certain forms set out by the office of Price Stabilization, and its 
rules and regulations. He has to have an attorney to do it, he has 
to—if he has any chance to win—to show that the whole industry 
is suffering just as badly as he is, and then, if he doesn’t satisfy the 
OPS, he just gets an opinion-memorandum denying his protest or 
dismissing it, and his only access to the courts is to a court located 
here in Washington, the Emergency Court of Appeals. 

He goes into that court handcuffed before he starts, and he finds 
a court that is always handcuffed. The court is absolutely power- 
less to give equity. All that that court can do is to say that on the 
record before it, the regulations are valid or invalid, or that it is 
dissatisfied with the record and remands the case for the taking of 
further testimony. 

The court can’t say, to the director of the OPS: ‘Why, here is a 
citizen who has proved that he is being squeezed, so you have to amend 
this regulation to take care of him, and those similarly situated.”’ 

The court has no power to say anything except that the regulation 
in its entirety or in part is invalid or valid, and the court can’t direct 
the Office of Price Stabilization to fashion a remedy in accordance 
with principles of equity and fairness. 

Now, we propose, in the amendment which we are submitting to 
you, that the citizen who is aggrieved shall have a fair chance, on the 
protest procedure, and that he shall have access to a court, just as a 
citizen who is aggrieved from any other Government agency has, by 
going either into the court of appeals, for his circuit, or into the 
United States Court of Appeals for the District of Columbia. 

Mr. Cour. Of course, the OPS would say, would they not, that the 
Government cannot protect an inefficient operator, and that their 
earnings is below the industry-wide level, and any poor devil who 
can’t operate his business within that, is an inefficient operator, and 
therefore under the broad purposes of the necessity of dealing with 
price control, that some inefficient operators must necessarily be 
caught. And it is just too bad. 

Mr. Hanson. I have heard so many arguments from first OPS 
as to what they can’t do, in a number of cases that I have tried 
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against them, that I wouldn’t be surprised at any argument they would 
make, but what I am pointing out is, that as the law is now written, 
the citizen hasn’t a Chinaman’s chance in court, because the court 
hasn’t got a Chinaman’s chance to give him equitable treatment. 

Now, it is a very simple thing to put this agency on the same basis 
that you have put the Federal Communications Commission, that 
you put the Interstate Commerce Commission, that you have put the 
National Labor Relations Board, and a host of other agencies. 

Mr. Cote. Would that raise the multiplicity of suits? 

Mr. Hanson. I don’t think it would raise any multiplicity of suits. 
1 think it would bring about a fairer administration of the act, where 
the agency couldn’t say ‘“‘Well, the citizen hasn’t got a chance to get 
us in court, so it doesn’t make much difference what we do.” 

The CuHarrRMAN. Wasn’t the fundamental reason for establishing 
the Emergency Court of Appeals, so that we would have one court 
that would give final judgment in the case, and the final decision could 
then be reviewed by certiorari to the Supreme Court? The contention 
was made that if you brought these suits in the court of original 
jurisdiction, the circuit courts, an appeal would then go to the circuit. 

Now, in the various circuits, there are various conflicting decisions. 
The authority of one circuit has very little effect in the other, because 
they often have fundamental questions which they decide in different 
ways, and the only way you could get uniformity would be by getting 
a final decision of the Supreme Court, and the same Court would have 
to reconcile, probably, the variety of opinions of the circuit courts of 
appeals. 

Would that expedite the actions? 

Mr. Hanson. I think, Mr. Chairman, that my amendment pos- 
sibly has been misunderstood. All I am giving is the same right of 
appeal, from the order of the Director, to the circuit court of appeals. 
I am not asking that the citizen go into the district court and start a 
proceeding against him. 

But after the protest has been determined, adversely, then let the 
citizen have access to the normal court, on his appeal, which is the 
circuit court of appeals. 

Now, formerly—and I am familiar with it 

The CHarrMaNn. He has the right of certiorari to the Supreme Court. 

Mr. Hanson. He still has to have certiorari from the Supreme Court 
to the court of appeals. 

The CHarrmMan. That is one of the reasons for certiorari; that they 
may grant itor deny it. But if they grant it it goes into the question. 

Mr. Hanson. When the Federal Communications Commission was 
first set up, the same theory existed there and that was that there would 
be just one court of jurisdiction for appeals, and that court was made 
the United States Court of Appeals for the District of Columbia, and 
that plan was changed later, after experience, so as to grant one who 
had been ruled against by that Commission the right to go either iato 
the Court of Appeals for the District of Columbia, or into the circuit 
court of appeals, where he does business. 

That is what we provide here. 

The same thing is true with the National Labor Relations Act. 
Appeal goes to either the Court of Appeals for the District of Columbia 
or into the circuit court of appeals where the aggrieved party does 
business, and all we ask is the same thing for the citizen here. 
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But let’s take, in reverse, what happens to the citizen. Here is the 
same little fellow that I am talking about, who has a small grocery 
store, and with these myriad employees of OPS around the country, 
one of them walks in and sees that he doesn’t have his sign up. 
Maybe it is worn out, or has fallen down. Then he goes over here, 
and he finds, maybe, some items of beef, where there are different 
prices on the same item, just dependent upon how you package them. 
And the OPS fellow says, ‘‘All right, you are violating this regulation.” 
They can do one of two thiags to him. They can start a criminal 
proceeding against him, in the United States district court, in the 
district where he does business, or they can go in and start a civil suit 
for an injunction in that court, and under the decision of the United 
States Supreme Court in the celebrated ‘“Yakus”’ case, that citizen 
cannot challenge the validity of the regulation, ta either the civil suit 
for an injunction, or in a criminal case under an indictment. The 
mere statement of the facts, the allegations of OPS, are prima facie 
evidence of his guilt. The court can’t even stay the proceedings before 
the injunction issues or before the conviction follows, so that he may 
follow the protest procedure. And if he doesn’t follow the protest 
procedure, he is convicted before he starts. 

The “Yakus” case came up before vou amended the act, as vou 
did the last time, where vou did provide there that once these criminal 
cases are started, that if the fellow wanted to protest, then he could 
obtain a stay after conviction until the protest was disposed of, but 
the same little merchant, in the same little town, has still got to 
prove that regulation invalid as to the whole segment of his industry 
before he can have the right of a fair trail. 

Now, if the Government can go into any district court in the United 
States, against any citizen under this act, I see no reason why the 
citizen shouldn’t have the right of appeal, to a court that is conven- 
ient to him. 

I mean I don’t see why a man from the State of Washington, or 
California, or Florida, should have to come to Washington, D. C., 
when the Government can go right out to his own State and get him 
there. 

We have offered these amendments solely with the purpose of 
trving to be helpful to the committee, and I should be glad, if you 
so wish, at any time, to consult with your staff or with you; as I 
say, they are not hard and fast amendments, but are merely offered 
as a basis for discussion, aimed at bringing about that equitable and 
fair treatment which the Congress has specified that it wants under 
this act. 

The Cuarrman. Mr. McDonough. 

Mr. McDonoveu. In your first amendment, vou leave the ques- 
tion of an unreasonable increase in price, or an impending unreason- 
able increase in price to the commodity, to the judgment of the 
President. 

Mr. Hanson. Yes, sir; if he makes a finding of fact to show that 
that is what he bases his opinion of unreasonableness upon. 

Mr. McDonoveu. That would be one of the difficult things. to 
determine, would it not? What would be an unreasonable increase 
in price? 

Mr. Hanson. I don’t think it would be difficult. I mean if he 
could go out and make a finding of fact that there is a terrific shortage 
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because of the complete failure of the wheat crop, or a tremendous 
drought, in any particular food field, and that therefore there was a 
shortage, he could say “‘ because of these factors, here are the findings, 
so many million bushels of wheat less this year than last, so many 
million bushels of corn less, so many fewer animals being fed,’ and 
so forth, and he could make his findings of fact, base his opinion upon 
upon them, and order recontrol. 

Mr. McDonovcu. Suppose the price increase was brought about 
by excessive buying on the part of the Government, of one of the 
commodities? 

Mr. Hanson. Well, I don’t think that that would be a fair criterion 
to use, because if the Government did start out with excessive buying 
I think under this standard that is set up here, the citizen who is 
affected by that type of regulation could go in and protest it on the 
basis of that, and I think the courts wouid set it aside. 

Mr. McDonoveu. Don’t you think the amendment should provide 
for that? 

Mr. Hanson. That is why we have submitted that in this form, 
to give you a working base, and if you can improve on it, we would 
be very happy to have you do it, to that extent. 

But I don’t want to involve this with Government buying, because 
various other committees of Congress have had plenty of experience 
in the last few weeks, with them laying up things for 100 vears to 
come, and so forth, and others not laying up enough. 

But I don’t think Government buying would be a sufficient reason 
to impose price control, unless the Government went into a market 
which was short when it started into it, and unless what it was buying 
was essential for immediate needs. 

Mr. McDonovau. Well, I can think of an instance right now. 

Copper, for instance, in this country, is in short supply, that is, of 
course, for civilian consumption, and it is in short supply because the 
Government is using so much of it. 

That would affect a whole lot of commodities right down the line. 

Mr. Hanson. I know it does, sir, but they are buying that because 
of the Korean situation, and the defense situation. 

Mr. McDonovan. Yes; your theory in this amendment is that the 
controls in prices of any commodities, or services, should only be 
applied at a time when the production of these commodities for defense 
is necessary, and not as a general law? 

Mr. Hanson. I hope we haven’t reached the state where we are 
going to be in a controlled economy for the rest of our lives. I see 
no reason for control at all, except in time of war. 

That is my own personal view. And I see no reason for control of 
anv commodity just for the purpose of controlling it, when there is an 
adequate, abundant supply of that commodity—whatever it may be. 

In time of war, when there is a shortage, I think the public interest 
comes ahead of the interests of all of us as individuals. Then there 
is a reason for control. 

Mr. McDonovaeu. You have been of very excellent service to the 
committee. I think vour suggestions are very much in order. 

The CHairmMan. We are glad to have your views. 

Mr. Wotcorr. May I ask Mr. Hanson one question? 

The Cuairnman. Mr. Wolcott. 
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Mr. Wo.ucorr. You have made some statements here which | 
think we had in mind when we passed the law, but which should be 
reviewed again. I want to get one of them clear. 

Section 402 (a) (2) 9f of the Act refers to findings on the part of the 
President when he puts price controls on. ‘Such ceilings shall be 
generally fair and equitable to sellers and buyers,’ and so forth. 

Then in 408 (b): 

No such regulation or order shall be enjoined or set aside in whole or in part, 
unless the complainant— 
this is with respect to review by the emergency court of appeals— 
establishes to the satisfaction of the court that the regulation or order is not in 
accordance with the law or is arbitrary or capricious. 

Your position is that the Emergency Court of Appeals cannot pass 
upon the fairness or the equitability of an order or regulation so long 
as it is generally within the purview of the authority granted under the 
act to the Administrator, is that right? 

Mr. Hanson. That is right. 

Mr. Woxcorr. Is there any provision in the act for the review of a 
ceiling on the ground that it is not fair and equitable? 

Mr. Hanson. Yes, sir. You can protest a regulation that provides 
for a ceiling on the ground that it is not fair and equitable, but as I say 
there the protestant must show not only that that ceiling is unfair and 
inequitable as relates to his business, but as relates to all others in the 
same business. And that is an impossible burden of proof upon any 
protestant. There is not anybody in business in this country, that | 
think——- 

Mr. Wo.corr. That goes back to this ‘generally fair and equi- 
table,’’ does it not? 

Mr. Hanson. That does. 

Mr. Woxrcorr. And that compels him to show, before the court can 
disturb it, that the price ceiling is not generally fair and equitable, 
although it might be very inequitable as applied to his own particular 
business, or not fair, according to his own situation. 

Mr. Hanson. What it does, your Honor, is to put a burden of proof 
upon a protestant, who presumably does know something about his 
business, but is not presumed to know the details of all others, that 
he must go in and put it in. 

Now let’s take one case, where the protestant did a business of 
more than $1,400,000,000 in one particular field in one year. The 
emergency court of appeals said that the showing on its operations 
was not sufficient for the whole industry, of which it was a part. 

Think of that, as compared with a man whose business may total 
$50,000, or $100,000 a year. He has not got a Chinaman’s chance, 
under this law 

Mr. Corie. Would the elimination of the industry earnings standard 
cure that to any extent? 

Mr. Hanson. I think the industry earnings standard is one of the 
arbitrary and capricious acts not warranted by this law or not author- 
ized by it, but you have been up against it. 

Mr. Coie. They say it is authorized by reason of the fact that 
Congress refused to pass an amendment on it. 

Mr. Hanson. I ran into some peculiar arguments in that line in 
another case and the court disposed of it. 
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Mr. Coie. We should be very careful about the things we refuse to 
do. 

Mr. Hanson. I think you should be equally careful about the things 
you do. Both what you do and what you refuse to do. 

But what we are seeking here is this: where you say that a law shall 
be generally fair and equitable, is to provide procedures which will 
give to the reviewing court, equity jurisdiction so that your philosophy 
can be carried out. 

Mr. Wo corr. Let us see how consistently this has been practiced. 

A ceiling is put on a commodity. An individual producer of that 
commodity comes in and asks for relief. The OPS grants that relief 
to him. It does not change the whole order, does it, does not apply 
it to the industry? 

Mr. Hanson. It does not. 

Mr. Wo corr. Is that not the antithesis of what the OPS claims 
under this “‘generally fair and equitable,’ with respect to review of 
individual cases before the emergency court of appeals? 

Mr. Hanson. Well, I think*it is, but here is the thing. Until you 
had the Capehart amendment in here, I do not know of any petition 
for relief that they had ever granted to an individual. They may 
have done it. 

Mr. Wotcorr. This same language was in the old OPA law. 

Mr. Hanson. That is right. 

Mr. Wotcorr. And it was brought up and discussed in this com- 
mittee, and the administration always exercised the right, and we 
were glad that they did, of course, to grant relief upon the applica- 
tion of an individual, notwithstanding the fact that the price ceiling 
had to be generally fair and equitable. 

Now in the emergency court of appeals, that individual cannot get 
relief against himself, as he could voluntarily on the part of the OPS, 
if he saw fit to do so, because the price is generally fair and equitable. 
| do not get the consistency of the two positions, the one which the 
OPS claims to have and the one which the court of appeals says they 
do not have jurisdiction over. They are all in the same law. 

Mr. Hanson. Yes, but the emergency court of »ppeals has got a 
very limited jurisdiction under this law. It can only pass upon the 
validity of an order, and if the order is generally fair and equitable, 
and they do not necessarily say that it is, they say the burden of proof 
is on the complainant to prove that it is not. 

Mr. Woxcorr. Let us put it this way. A man comes in and asks 
for relief on a petition, and it is denied. He has no relief in the 
emergency court of appeals unless he proves that the ceiling put 
upon that commodity is generally unfair and inequitable, is that not 
correct? 

Mr. Hanson. He has not any right to get to the emergency court 
of appeals to begin with on the denial of a petition for relief or adjust- 
ment. 

Mr. Wo.corr. How can we correct that? 

Mr. Hanson. By adopting the amendments that I have proposed 
on protest and court review procedure, or something equivalent to 
them, if you do not care for the language. 

The only thing that you can go up to the emergeney court of appeals 
on is a regulation or an order, which has been protested, and the 
protest has been denied in whole or part. 
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Mr. Woxcorr. Then only if it is not ia accordance with the law, and 
if it is arbitrary or capricious. 

Mr. Hanson. Well, and yet, the man who complains has got the 
burden of proof of showing that it is arbitrary and capricious. and he 
has got the burden of proof of showing that it is generally unfair and 
inequitable insofar as this whole industry is concerned. 

Mr. Woxcorr. Predicated upon that, the court, if it finds that, finds 
that the Administrator has exceeded his authority under the law. 
When you get down to it, that is the basis upon which the eme rgency 
of appeals rules, because they find that he was not acting in accordance 
with the law when he found that this price was not fair and not 
equitable. That is right, is it not? 

Mr. Hanson. Yes, sir, but they have not found that in very many 
cases. 

Mr. Wotcorr. We are speaking now of what they might find. 

Mr. Hanson. The practical matter of it is that they have not done 
it, and I can tell you very easily why they have not done it. Because 
they can only review certain narrow questions. 

1 will tell vou one historic case—— 

Mr. Woxtcorr. They can only review them under what, under the 
regulations of under this law? 

Mr. Hanson. Under this law. 

Mr. Wotcorr. That is what I am getting at. 

Mr. Hanson. This law fetters the emergency court of appeals 
before it even starts the consideration of a case and it should be 
changed and that is why I am here. 

The Cuairman. If the ceiling is generally fair and equitable, they 

cannot make a ceiling that wou Jd be generally fair and equitable that 
nes do any indiv idual any specific injury. 

Mr. Wotcorr. Yes, it happens every day. 

The CuHarirMan. If they are general in their application, vou do 
not make the orders comply just to individuals. They apply gen- 
erally, and if they are generally fair and equitable, I cannot see how an 
individual would receive a specific injury. 

Mr. Wotcorr. The price of automobiles which would be equitable 
to one industry, one segment of the industry, would not be fair and 
equitable to another segment of the industry. That has been 
conceded. 

Mr. Hanson. The question of whether it is generally fair and 
equitable, Mr. Chairman, cannot get to the emergency court of 
appeals under your present procedural provisions, because there is 
not any protestant in this country who can go in, as an individual 
businessman, and carry the impossible burden of proof that is put on 
him and that is why we say that when these regulations are issued, the 
burden should be put upon the issuing authority, the Director of OPS, 
to make basic findings of fact, and then, the individual, from that time 
on, can apply those findings of fact to himself. 

Now you had one celebrated case in the emergency court of appeals 
in the OPA days, which was known as the Allied Foods case, and 
referred to in my brief, and in that case, the emergency court of 
appeals upset a regulation because the Director had departed from 
his findings of fact, and I think it is about the last regulation on which 
they have ever made specific findings of fact to justify the issuance 
of the regulation. 
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Since then they have made general statements, and no findings. 

Mr. Woxcorr. Your recommendation is that they be compelled 
to make these findings of fact as they did in the old OPA days. 

Mr. Hanson. Make findings of fact the same as you make every 
other administrative or regulatory agency of the Government make 
them, and if they issue orders, in the absence of them, it has been the 
unanimous opinion of the Supreme Court that the orders are null and 
void. 

Mr. Wotcorr. In the absence of those standards, is there not some 
question, in the statute, as to constitutionality of the act? 

Mr. Hanson. Well, 1 think there is, but I think that Yakus case, 
which was one of the most terrible things which I every read in my life, 
with three justices dissenting, simply said because it came down during 
the war, and it was a war measure, that it is the way it was. But I 
think the law today denies due processes. Whether we could get it 
reviewed or not again, I do not know. 

The Cuarrman. I believe the constitutionality of the act has been 
upheld, has it not? 

Mr. Hanson. Yes; I say it has been. 

The CuarrMan. Well, we have your amendments in the record and 
I am sure they will be considered. 

Mr. Wotcorr. That particular question, that we did not set up 
standards, has not gone to the Court yet. 

Mr. Hanson. Not that question, but on this question of the invalid- 
ity of the act, the Court in the Yakus case, said he could not protest 
_it in the criminal trial because the question first should have been 
raised in an administrative proceeding. 

Mr. Wotcorr. But they have not passed on the constitutionality 
of these provisions wherein there was a failure on the part of the 
Congress to set up the necessary standards for the guidance of the 
Administrator, and in frequent cases the Supreme Court, under those 
conditions, has felt that they were all unconstitutional; is that 
not right? 

Mr. Hanson. The chicken case is the most noted example of that. 

Mr. Brown. I think the worst feature about the whole thing is 
that it takes a year to have your court determination 

The CuarrMAN. We have some other witnesses here this afternoon, 

Mr. Wotcorr. This is the only witness that I understand has 
made a complete study of the review provisions of this act as it 
applies to the defendants and I am very glad to have Mr. Hanson 
here to discuss it. You have done an excellent job and have been 
very helpful, Mr. Hanson. 

Mr. Hanson. Thank you. 

Mr. Coun. Very helpful. 

Mr. Hanson. Thank you. 

The CuarrMan. Call the next witness. 

The Cierx. William Blake, executive vice president of the National 
Cotton Council of America. 

The CuarrMan. Mr. Blake, you may proceed. 
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STATEMENT OF WILLIAM R. BLAKE, EXECUTIVE VICE PRESIDENT 
NATIONAL COTTON COUNCIL OF AMERICA 


Mr. Buiake. Mr. Chairman and members of the committee, my 
name is William Rhea Blake. I am executive vice president of the 
National Cotton Council. The Cotton Council is an organization of 
the entire raw-cotton industry, embracing all the 18 cotton-growing 
States from coast to coast and including the six leading raw-cotton 
interests; namely, the farmers, ginners, merchants, warehousemen, 
seed crushers, and spinners. The council’s policies are made by a 
delegate body composed of representatives from each of these six 
interests in each of the cotton States. At least a two-thirds majority 
vote of the delegates of each of the six raw-cotton interests voting 
separately is required on any position adopted by the council. 

At its last annual meeting held the latter part of January, 1952, 
the Cotton Council took a specific position on two questions em- 
bodied in the legislation now before you. The first relates to infla- 
tion control and the second to import controls on certain agricultural 
commodities imposed by section 104. The council reaffirmed its 
belief that price and wage controls should be discontinued and that 
inflation can only be controlled by economy in Government expendi- 
tures, restraints on credit for nonproductive purposes, encouragement 
of private savings, and encouraging maximum production. Actually, 
the main forces that have held inflation in check are increased pri- 
vate savings, curtailment of credit, and increased production rather 
than price ceilings. 

We recognize, however, that Congress may not eliminate price 
ceilings at this time. As long as they continue in effect we strongly 
urge that Congress write into the act protection against unreasonable 
use of ceilings so that farmers and businessmen can have some definite 
assurance as to the rules of the game they are to play. 

Three very necessary changes are required to accomplish this. The 
most important is to prevent roll-backs of existing price ceilings. The 
present act limits roll-backs of agricultural commodities to 10 percent 
of the market price on May 19, 1952. For other commodities and 
services, the authority of Office of Price Stabilization to roll-back 
ceilings is limited by an involved formula containing four standards. 
The most dangerous of these permits OPS to follow the market down’ 
and set ceilings at the current market price. 

Any roll-backs that may still be contemplated are certainly not for 
the purpose of controlling inflation or of promoting defense production. 
Great segments of the American economy today have met emergency 
needs for production so well that their prices have turned sharply 
downward. It is ironic that the existing law empowers a Government 
agency to single out for punishment those industries which have been 
productive enough and competitive enough to give the Nation the 
lower prices for which it has been clamoring. 

The price-ceiling features of this act were originally advocated as a 
means of controlling inflation, not as a means of promoting deflation 
and unemployment. The power to move ceilings downward, taking 
advantage of natural price adjustments in an industry beset by re- 
cession is not a power which any group of Government employees 
should hold. It is foreign to the needs of national defense, foreign 
to the whole idea of inflation control, and foreign to the principles of 
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a free country. We can see no excuse for continuing that power any 
longer. 

In testifying before the Senate Banking and Currency Commivtee 
2 months ago we called attention to Washington rumors of roll-backs 
that have kept business in a turmoil during the past 8 or 10 months. 
In our own industry, for example, the leading trade papers carried, 
practically every week, reports of impending roll-backs on textiles 
and cottonseed oil. We urged the Senate committee not to pass 
these reports off lightly. We referred to them a policy statement 
issued by OPS to its operating divisions in October of 1951 directing 
that price ceilings be reduced where prices have fallen. We were 
reminded that we had not been subjected to a roll-back and virtually 
assured that we would not suffer that hardship. 

Mr. Chairman and members of the committee, the positive proof 
that the fears and apprehension we expressed to the Senate committee 
were well founded, is contained in an OPS order issued 2 weeks ago. 
That order rolled back for the second time the cottonseed-oil ceiling 
price. This second roll-back amounted to 5% cents a pound (about 
25 percent) which is the equivalent of $17 a ton in the price of cotton- 
seed. Soybean oil and corn oil were rolled back at the same time. 
The order stated that if prices moved up, ceilings would be reimposed 
at not to exceed the rolled-back ceiling. This leaves hanging over the 
market a continuing threat of a third roll-back in oil ceilings. 

There are two other points I would like to emphasize about the last 
cottonseed-oil roll-back. First, it is our view that it violated the 
Fugate amendment—certainly the spirit and intent. That amend- 
ment prohibited roll-backs of ceilings on agricultural commodities by 
more than 10 percent of the May 19, 1951, price. It is obvious that a 
ceiling on oil, one of the principal products of cottonseed, is just as 
effective in controlling the price of cottonseed as is a direct ceiling on 
the seed itself. The 25 percent roll-back in oil ceiling is certainly 
more than the 10 percent allowed by the Fugate amendment. 

Second, the price level at which the oil ceiling would be retmposed 
is the same as the price used in the Department of Agriculture's 
cottonseed price-support program. I can assure you that farmers 
get very little satisfaction from the magnanimous action of OPS in 
permitting the price of a processed agricultural product to fluctuate 
freely—as long as it is below the USDA support level. 

Except in the case of cottonseed meal where unusual circumstances 
exist, the other two products made from cottonseed, namely hulls 
and linters, are selling well below ceilings. Both products are there- 
fore extremely vulnerable to roll-backs which follow the market price 
down as was done in cottonseed oil. Any such action could only 
result in further depressing the price of cottonseed to the farmer. 

Turning now to cotton, under the Fugate amendment (previously 
referred to) the present ceiling on raw cotton of about 45 cents per 
pound could be reduced to about 40 cents per pound. And, inci- 
dentally, we know from experience that unless the supply of cotton 
is critically short, the price will average well below the ceiling. The 
Price Administrator has stated that he did not intend to roll back 
the present cotton ceiling and we greatly appreciate his assurance. 
However, cotton farmers are not only seriously concerned about a 
roll-back on raw cotton, they are also worried about a reduction in 
the cotton-textile ceilings. They know from World War IT experience 
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that raw-cotton prices can be just as effectively controlled indirectly 
through textile ceilings as through a direct ceiling on cotton itself. 

The recent ceiling-suspension announcement of OPS which con- 
tained the cottonseed-oil roll-back order indicated that action on cot- 
ton textiles would be taken in the near future. This roll-back threat 
coming officially from OPS is just another in the long series of rumors 
and threats of roll-backs which has been plaguing this industry. 

As long as this is a possibility, buyers will continue to wait for lower 
prices which they expect to result from the threat of more roll-backs. 
This disrupts efficient operations in textile mills and plays havoe with 
the textile markets. Buying is now on a hand-to-mouth basis whereas 
orders are normally placed from 3 to 6 months in advance of delivery. 
No manufacturing enterprise can produce goods efficiently unless it 
can definitely schedule its operations in advance. Higher costs are 
inevitable when this cannot be done. 

The only real assurance that ceilings will not be reduced can come 
from the Congress by putting a firm, all-inclusive anti-roll-back law 
on the books. We urge that this be done py an amendment pro- 
hibiting any reduction in ceiling prices below those in effect on April 
15, 1952. 

The second change that is badly needed is a requirement that ceil- 
ings be adjusted to include cost increases subsequent to July 26, 1951. 
The present act contains a provision which requires OPS under cer- 
tain conditions to allow cost increases which occurred after the January 
1—June 24, 1950, base period up to July 25, 1951. Cost increases after 
that date must be such as to cause a business to operate at a loss before 
OPS regulations provide for any relief. Productio. is bound to suffer 
when industry is placed in a squeeze between rising costs and un- 
reasonable price ceilings neither of which it can control. The Ad- 
ministration, of course, has the authority to control wage costs, but 
I do not believe I need take your time reciting the record of what 
they have done on wages. 

Insofar as our industry is concerned all raw and processed products 
with one exception are selling well below ceilings. With that one 
exception the producers and processors, therefore, are not affected by 
the cost-increase problems at this time. There are, however, some 
of the service groups in the cotton industry where serious squeezes 
have developed. Cotton gins, warehouses, and compresses are 
particularly affected. The squeeze has come about in the main 
because increased labor costs have not been recognized in existing 
ceilings. As a minimum, Congress should require OPS to include in 
ceilings all necessary and unavoidable increases in labor and material 
costs occurring after, as well as before, July 26, 1951. It should also 
broaden the pre-Korean base to a full year (July 1, 1949, to June 30, 
1950) so it will cover seasonal industries. 

Mr. Brown. This committee adopted an amendment to carry that 
out. The bill was reported just before Congress adjourned. 

Mr. Buaxe. Yes; that is right, Mr. Brown, but it never did become 
law. 

Mr. Brown. That is correct. 

Mr. Buaxe. The third change which is needed is to immediately 
decontrol all materials and services where increased production or 
competition has already cured the problem of inflation. Certainly it 
should be our objective to return to a free economy just as quickly as 
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possible. It makes absolutely no sense on the one hand to have 
business subjected to reporting and record-keeping requirements, 
audits, and other red tape involved in operating under price-control] 
regulations—and on the other hand to maintain a large and costly 
staff to administer those regulations on the goods and services where 
prices have been well below ceilings for months. We urge that the 
Congress save the money of the taxpayers and industry alike by direct- 
ing OPS to suspend operations in those fields where prices have been 
consistently below ceilings. 

I recognize that there may be difficulties in spelling out in legisla- 
tion all of the details connected with decontrol. Should this com- 
mittee and Congress decide that it is not feasible to write a decontrol 
formula into the law and leave this responsibility to the discretion 
of OPS officials operating under a broad policy directive, we strongly 
urge that such a directive state unequivocally that decontrol, or sys- 
pension of controls, is not to be used as a smoke screen for rolling 
back prices. Without such an absolute congressional prohibition, 
there always exists the danger that OPS will tie suspension or decon- 
trol in with a roll-back, as was the case in the cottonseed-oil order, 
thereby nullifying to a great extent the benefits of such action. 

Turning now to the question of import restrictions, we believe 
that section 104 of the Defense Production Act should not be extended. 
This provision establishes an arbitrary standard for restricting im- 
ports of a small group of agricultural commodities. The rigid restric- 
tions required on these few imports goes much further than the 
general provisions of law applving to most of the other commodities 
produced in the United States. The most damaging effect of the 
amendment is that it forces restrictions action on a unilateral basis 
and contravenes many of our reciprocal trade agreements. We are 
fearful of retaliation which would be harmful to our agricultural 
exports. At the present time, United States agricultural exports of 
commodities under the price-support program far exceed our imports 
in the same classification. 

We believe that adequate protection for agricultural producers can 
and will be extended under the escape clauses of the Reciprocal 
Trade Agreements Act and under section 22 of the Agricultural 
Adjustment Act of 1938 as amended. We, therefore, urge that the 
Congress allow section 104 to expire. 

Summarizing our recommendations on price control, three amend- 
ments are urgently needed to give agriculture and industry a minimum 
of protection against the most damaging effects of price control. 
They are: 

(1) Prohibit ceiling roll-backs below April 15, 1952, levels; 

(2) Require that ceilings reflect cost increases, and; 

(3) Decontrol materials and services where production or compe- 
tition have cured inflation. 

Mr. Brown. Mr. Blake, you have made a splendid statement. I 
questioned Mr. Arnall at some length on the roll-back on cottonseed 
oil the other day and he frankly stated he was not familiar with the 
facts at that time and wanted to give the matter more thorough study. 
I am certainly under the impression that he will correct that error, 
because under the Fugate amendment he did not have authority to 
roll back cottonseed oil more than 10 percent of May 19 of last year. 
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If you roll back all the products made from cottonseed, that is doing 
indirectly what you cannot do directly, and he agreed that that was 
true. I feel that he will correct that error. 

He made it very plain that he did not decontrol at this time, but 
only suspended ceilings, and set up a formula for imposing them. You 

be reimposed at the roll-back price? 


are contending that they should 

Mr. Brake. That is right. 

Mr. Brown. I think you are sound in that. If you are going to 
roll back, and then take off ceilings, when you reimpose ceilings, it 
should be at the old ceiling, not the rolled back ceiling. You cannot 
roll back any agricultural commodities more than 10 percent under the 
Fugate amendment. Therefore, that would be unjust and unsound. 
If they are going to remove ceilings, and have the right to reimpose 
ceilings I do not believe that they should be allowed to roll back 
ceiling prices. 

Again I want to congratulate you on your very fine statement. 
I think you are certainly well qualified in your field. I have known 
you for many years and I have great confidence in you. I think most 
Members of Congress respect you for your integrity and ability. 

Mr. Brake. Thank you, Mr. Chairman. 

Mr. Deane. I, too, want to thank you, Mr. Blake, for vour state- 
ment. I am sure that neither Mr. Brown nor myself is thinking in 
terms of any particular section of the country on this subject, but 
I am just wondering what effect this roll-back had on the average 
farmer, so far as the prices he receives for his cotton is concerned. 

Would you discuss that, what he was receiving for his cotton 
before, and what he is now receiving for his cotton? 

Mr. Buiaxe. Mr. Deane, you mean under this cottonseed oil roll- 
back? 

Mr. Deane. That is right. 

Mr. Biaxe. You mean what cottonseed oil was bringing before the 
roll-back was brought on and what it is bringing now? 

Mr. Deane. That is right, and also whether or not it has affected 
the price of cotton to the farmer. 

Mr. Buaxe. It has not affected, of course, the price: of cotton, 
Right now, there is no cottonseed moving. As you know, all the seed 
is in the hands of the oil mills, either already crushed, or stored for 
crushing, from last year’s crop. 

Mr. Deanr. What I am interested in is this: I know that you are 
not thinking in terms of the industry that you represent, because 
your industry is also vitally concerned with the price that the farmer 
receives for his cotton. 

Mr. Brakes. That is correct. 

Mr. Deane. What I am interested in is whether or not this roll-back 
has been passed or will be passed along down and the farmers are going 
to feel it. You say right now there is no seed moving, but my question 
is, what you anticipate the result will be so far as the price that the 
farmer will receive for his cotton is concerned, or whether he is already 
feeling it. 

Mr. Buaxe. Mr. Deane, as I stated a little earlier, in this statement, 
the price of every single product of our industry, raw cotton, and all 
cotton textiles, raw cottonseed, and all cottonseed products, except 
one—cottonseed meal—the prices of everything we sell and every- 
thing we now produce in the cotton industry today is well below 
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ceiling, and has been for a great many months. That is with the 
exception of cottonseed meal and that is selling at a ceiling, and that is 
due entirely to an acute shortage in feed situation, in the feed market, 
where the meal is used. 

Now, getting to your question of what would the effect of this 
roll-back be on the farmer’s price of cottonseed—as I get it, that is 
the point you are referring to. 

Mr. Deane. That is right. 

Mr. Buake. The ceiling on cottonseed, as Mr. Brown stated, is 
about $101 or $102 aton. Under the Fugate amendment, that ceiling 
could be reduced by 10 percent, which would reduce it to approxi- 
mately $90 or $91 a ton. But that is as low as the ceiling could be 
reduced, under the law, on cottonseed. 

Actually, the cottonseed products—and the thing that determines 
the price of cottonseed, of course, is to take the amount of products 
you get from a ton of seed and add up the value of those products, 
and that gives you your price of cottonseed—the value, all those 
cottonseed products, except meal, are selling way down below the 
ceiling, and if you take the current value of the cottonseed oil, cotton- 
seed meal and the cotton linters, and the cottonseed hulls—the current 
market value of all those products, and add them up, the figure would 
be between $55 and $60 a ton to the farmer, whereas the ceiling price, 
the lowest ceiling price, under the Fugate amendment, would be $91 
a ton. 

Mr. Brown. That is for cottonseed? 

Mr. Buiake. That is right. Now if-——and this is the heart of the 
whole business—if OPS permitted to follow these markets down as the 
law now permits them to do—they cannot come down on the cotton- 
seed, as Mr. Brown pointed out, the Fugate amendment stops that, 
because cottonseed is an agricultural commodity—but they do not 
construe these cottonseed products as being agricultural commodities 
and they can follow them down to their current market level, and if 
they do, it means the maximum price the farmer could get for his 
cottonseed this fall would be in the neighborhood of $55 to $60 a ton, 
whereas Congress has stated under the Fugate amendment that they 
could not reduce the ceiling price on the seed itself below $91. 

Mr. Brown. In addition to that, I understand the Department of 
Agriculture is supporting the price of cotton seed at $66 a ton? 

Mr. Bias. That is right. 

Mr. Brown. It would be below the support price, then? 

Mr. Buake. That is right. 

Mr. Deane. You have indicated that the mills were not buying 
cotton to any extent right now. Could you tell us to what extent the 
textile industry is buying by advance orders? 

Mr. Buaxn. As I understand it, Mr. Deane, the president of the 
American Cotton Manufacturers Institute is going to follow me on 
the stand, and I am sure that he can give you a much more up to date 
and detailed information than I can, but I can certainly say this: As 
we all well know, we have had a severe depression in the textile industry 
for a full year now, and we know that the mills, all your textile buyers, 
have been operating on a hand-to-mouth basis. They have been 
buying just textiles that they needed to keep operating. ‘They haven’t 
been buying ahead, 3 to 6 months, as they normally buy, and the 
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result of all that has produced a depressed situation in this textile 
industry the like of which we have not seen since before World War II. 

Mr. Deane. Yes. I am sorry I will not be able to question the 
gentleman who follows you because I must leave. That is the reason 
I was asking you. 

One other question: Were you advised by OPS prior to the roll- 
back, or did you have an opportunity to discuss the matter with them? 

Mr. Buake. No, sir. We were not advised of anything and had no 
opportunity to discuss it. We were advised of nothing until the order 
was issued. 

We have seen in the papers, in the trade press, repeated threats, 
repeated rumors, of the fact that OPS was going to roll back cotton- 
seed oil, and that they were going to roll back cotton textiles. The 
trade papers have been full of that taik for a year. That is one of the 
things that has played right into the hands of the buyers. They have 
been laying out of the market waiting for the roll-back. 

Mr. Deane. Is your industry represented by any industry com- 
mittee, or group, or expert in OPS, to give advice and information to 
them? 

Mr. Buake. They have got people from various segments of the 
cotton industry. They have got some men in there that are familiar 
with textiles. 

They also have some people that are familiar with the ‘fats and 
oils market. Whether we have got anybody in there who comes out 
of cottonseed oil or not, I don’t know. But I know there are some 
vegetable fats and oils people in their cotton section. 

Mr. Deane. Have you talked with them, or reasoned with them 
since this roll-back, to find out the attitude of Mr. Arnall or any of 
the other individuals in OPS? 

Mr. Buaxe. No, sir, but what we have done, on the strength of 
these rumors that have been coming out for a great many months 
now—before they ever issued the order—we have talked with them 
about the necessity of not having these roll-backs, about the damaging 
effect. that the threat of a roll-back was causing in our markets, and 
the demoralization generally coming from them, and we have not 
made any representations to them since they issued the roll-back 
order. 

We did write, immediately after fhe order was issued, to Senator 
Maybank and Mr. Brown, as Chairman and Vice Chairman, respec- 
tively, of the Joint Committee on Defense Production, calling their 
attention to the situation, and asking the Congress to consider this 
matter and try to get us relief. 

We have had very little success in presenting our difficulties to 
OPS and getting any consideration. 

Mr. Deane. Thank you very much. 

Mr. Brown. Do you think that the threat to roll back textiles has 
affected that industry? I understand their inventories are very high. 

Mr. Buaxe. Mr. Brown, it has kept it paralyzed for just about a 
year. It has had an exceedingly damaging effect. The whole price 
structure of textiles has been demoralized, and it is not hard to 
understand. 

You cannot blame a big buyer for one of the big chain stores—say 
Sears, Roebuck or Montgomery Ward—if I was buying for them I 
certainly wouldn’t get caught with any high inventories and then 
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have to answer to my board of directors for getting caught with a lot 
of goods when I knew the prices were going to come down by virtue 
of an OPS roll-back. 

So they are just laying back, waiting for prices to fall. 

Mr. Brown. The textile people have laid off a lot of employees, 
have they not? 

Mr. Buaxe. Certainly they have had to. I am sure the next wit- 
ness can give you figures on the unemployment situation in the cotton 
and textile industry. 

Mr. Brown. That is not only in the South, but in the East and 
West as well? 

Mr. Buaxe. Certainly, they have a bad situation in New England 
regarding unemployment. 

Mr. Brown. Dr. Talle. 

Mr. Tauus. I have no questions. 

Mr. Brown. Mr. Cole. 

Mr. Cour. I would only suggest, Mr. Brown, that well before the 
close of these hearings, that Governor Arnall make his report on his 
findings on this matter so that the hearings would not be closed until 
we know what he is going to do. 

Mr. Brown. That is a very fine suggestion and I am heartily in 
accord with it. 

Mr. Cous. I feel we must have an explanation of that. 

Mr. Brown. Mr. Betts. 

Mr. Berrs. Do you agree with the previous speaker that in the 
case of suspension the President should have the right to recontrol? 

Mr. Buake. Well if it is going to be a suspension program, then 
that in itself implies recontrol. 

Actually, we feel that there is very little likelihood of any resurgence 
of prices insofar as the products of our industry are concerned, where 
that would even be needed, and where it might even be brought into 
play if the recontrol provision were made a part of the regulations, 

Mr. Brown. Are you through, Mr. Betts? 

Mr. Bervs. That is all. 

Mr. Woucort. Mr. Brown. 

Mr. Brown. Mr. Wolcott. 

Mr. Wotcorr. I wanted to ask vou as to the relative position of 
your inventories? 

Mr. Buake. In textiles? 

Mr. Wotcorr. Well in raw cotton. 

Mr. Buake. The general supply situation? 

Mr. Woutcorr. Yes. 

Mr. Buake. The situation, from the standpoint of the subject that 
we are considering here, namely controlling inflation, is most excellent. 
This industry has whipped inflation with production, Mr. Wolcott. 

Insofar as raw cotton is concerned, as you know—— 

Mr. Wotcorr. How are inventories of raw materials? Are they 
high? 

Mr. Biake. They are entirely adequate. 

Mr. Woucorr. And the finished product. 

Mr. Buaxke. Also the finished product. 

Mr. Woxtcorr. Notably high? 

Mr. Buaxs. Yes, sir. Insofar as raw cotton stocks are concerned, 
I won’t say they are comparable with the great surpluses that we had 
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some years back, which you all remember, but our supply position is 
entirely adequate, and with respect to the products of the industry, 
the same thing obtains. 

Actually, we went all out, in an all-out effort, and I do not mean jus! 
giving lip service—you know here a year and a half ago we were con 
fronted with a very drastic shortage of cotton, coming right on top of 
this Korean crisis, and our organization went all out in an educational! 
campaign all across this belt, in a drive to get an enormous expansion— 
a 50 percent expansion in 1 year—of our cotton production, and we 
got it, and that whipped inflation—and that is the only way you can 
whip it. You can’t whip it with price ceilings. 

Mr. Wotcorr. Is it too early to tell what the probabilities are for 
production this year? 

Mr. Buakn. Yes; it is too early, because they are still planting, but 
the indications are that we will make—assuming no particularly 
adverse weather situations—the chances are, I think, that we will 
have a crop next year, in the same order of size as this past year’s crop, 
around 15 million bales. That seems to be the present indication. 

So far as cotton textiles are concerned, the textile industry has not 
only produced itself out of any inflationary position, but is has actually 
produced itself into a depression situation. 

Mr. Woxtcorr. What proportion of the crop do we export? 

Mr. Buaksn. This year we are going to export, it looks like, between 
5% and 5% million bales. 

Our domestic consumption will be in the order of 9 or 9% million 
bales. 

Mr. Woucorr. What is the world consumption of cotton? 

Mr. Buake. My boys tell me from 32 to 33 million bales is our 
latest appraisal of it for this cotton-year. 

Mr. Wo.xcorr. Our percentage of export, then, according to our 
production, is less than it was several years ago? 

Mr. Buake. I did not get your question. 

Mr. Woxcorr. Our percentage of export is less than it was some 
years ago? 

Mr. Buake. Well—— 

Mr. Wotcorr. Let me clarify that question. I think it was, just 
previous to World War II, when world consumption of cotton was 
about 24 million bales, that we produced about 12 million bales and 
exported about half of that. 

Mr. Buake. Yes. 

Mr. Wotcorr. So percentagewise our export of cotton now is less 
than it was then? 

Mr. Buake. Yes, I think that is correct. 

Mr. Woucorr. What is that attributed to? 

Mr. Buake. Well, when you get into the export-market situation, 
you are into a terribly complicated field. I mean you are into the 
purchasing power of these countries, whether they have got dollar 
exchange to buy our cotton, or whether they have got some other 
kind of exchange, in the sterling area, to buy cotton from other 
countries. 

Also, we have a terrific problem in the matter of synthetic expansion 
abroad. <A lot of these countries that are normally, and over the years 
have been, our best cotton customers, do not produce any cotton 
themselves. 
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Mr. Woucorr. World consumption has increased? 

Mr. Buake. That is true, but world population has also increased, 
and I think actually, Mr. Wolcott—I haven’t had an opportunity or 
occasion lately to examine the latest figures on our export position 
and the factors that enter into it, but we are still below—I am quite 
sure of this—that the per capita consumption of cotton, world-wide, 
is still below—I mean in countries outside the United States now— 
is still below the per capita consumption of those same countries prior 
to World War II. We feel that we have got an opportunity to expand 
those markets. We are very much concerned about the purchasing 
power of those countries. A lot depends on whether they have got 
the dollars with which to buy the cotton, but the problem that we are 
also very much concerned with is the production of foreign synthetics, 
because that can be a tougher proposition, from the standpoint of 
competition. 

Mr. Wotcorr. That is a problem of growing concern, isn’t it, 
domestically as well as in foreign countries? 

Mr. Buake. It certainly is. 

Mr. Brown. The Department of Agriculture was very much con- 
cerned about the production of cotton last year, were they not? 

Mr. Buake. Yes, sir. 

Mr. Brown. They even went so far as to ask that no ceiling be 
put on raw cotton, isn’t that true? 

Mr. Buake. Yes, sir. 

Mr. Brown. It was important to the national defense. We car- 
ried over, year before last, a little over 2 million bales; isn’t that true? 

Mr. Buake. Yes, sir. 

Mr. Brown. This year they are asking the farmers to produce more 
cotton again? 

Mr. Buake. Yes, sir. 

Mr. Brown. They did produce about 50 percent more last year 
than the year before? 

Mr. Buiaxe. Yes, sir; about 50 percent more. 

Mr. Brown. Dr. Talle. 

Mr. Tauur. I would like to ask you if you are familiar with the 
growth of cotton exports in Brazil. 

Mr. Buaxe. Yes, sir, Dr. Talle, we have a foreign trade division 
that follows very closely this whole business of not only foreign con- 
sumption of cotton, but foreign production as well. 

One of our men went to South America just a year ago and made a 
very comprehensive study of the production possibilities, as well as 
what is happening right now, in the South American countries, and 
that report was just issued here a matter of a few weeks ago. 

Incidentally, if you would care to have a copy, we would be very 
happy to supply it. 

razil is our largest producing competitor to the south of us. And 
she has capacity for expanding her production beyond the amount 
that she is now producing. 

We don’t think that there is in the picture at the present time, 
everything considered—she has got coffee, and it is an alternative 
proposition as to what is best for her total agricultural economy-—we 
don’t think there are any factors in the total picture at the present 
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time that indicate any appreciable expansion in Brazilian production 
in the immediate future. 

Now if you get a complete change in the picture insofar as world 
economy is concerned, and insofar as world prices are concerned—not 
only in cotton, but in alternative agricultural enterprises—and that 
picture could change considerably. 

Mr. Tauuie. There are areas there, are there not, where anything 
can be grown? 

Mr. Buaxe. That is right, very fertile areas, large areas. 

Mr. Tatue. Is it true that as our cotton exports have declined, 
Brazilian cotton exports have increased? 

Mr. Buaxen. That has been true in some instances. If you are 
referring to the last few years, I think we have all had markets for 
everything that we could produce. There has been a very stron 
demand for all the cotton that both Brazil could produce and we coul 
produce. 

Mr. Tatite. What proportion would you say of American cotton 
is produced by a mechanized process? 

Mr. Buaxe. Dr. Talle, that is hard to say at the present time. 

We have made some estimates on this, about 6 months ago, as to 
what happened in the past season. It looks as though about 5 percent 
of our total cotton production was produced under what we would 
call fairly fully-mechanized operation. ‘That doesn’t mean 

Mr. Tatiy. What percentage did you say? 

Mr. Brake. About 5 percent. 

You see, the cotton industry is just moving into a mechanized type 
of operation. We are very much encouraged by the progress that is 
being made. Actually, we had cotton-picking machines last year 
that were sufficient, had they all been at the right place at the right 
time and most effectively utilized, to have picked 20 percent of our 
erop. 

I would say that not more than 5 percent, though, was produced 
under what you might call a fairly well-mechanized operation. 

We are moving very rapidly into it, though, and a great many of 
us feel that the cotton industry is actually just on the threshold of a 
revolution in its entire production process. 

Mr. Tatie. When our Government sends technical experts into 
foreign countries to work under the point 4 program, do they teach 
people in other countries to cultivate cotton by hand, or by mechani- 
zation? 

Mr. Brake. I don’t know, Dr. Talle. Iam not familiar, I am sorry 
to say, with exactly what they they are doing with respect to that 
particular matter. 

Mr. Tate. That is all. Thank you. 

Mr. Brown. Mr. Blake, with the exception of a limited area in the 
West and in the Mississippi Valley, it costs the farmer around 40 
cents a pound to produce cotton, does it not, on account of the scar- 
city of labor and the high price of farm machinery, fertilizer, poisons, 
and other materials? 

Mr. Brake. I think, Mr. Brown, a lot of them feel that they can’t 
pay their costs and get an adequate return on it, what they would 
consider a reasonable return, on anything less than that. 

Mr. Brown. I know the people in my State tell me it is costing 
about 40 cents a pound to produce the cotton. 
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Mr. Buaxe. Well, I think that perhaps is right. From the indica- 
tions that we have had, costs have gone up enormously, as you know, 
in the last few years. 

Mr. Brown. Last year was the highest? 

Mr. Buake. Highest costs of all time. 

Mr. Brown. Of course we produce cotton in my district. We have 
always produced cotton as our main money crop. ‘They have to pay 
a great deal for fertilizing, and due to scarcity of labor, they say they 
have to realize around 40 cents a pound to break even. 

Mr. Buake. I am quite sure of this, the best indications what 
they will do if they don’t get it, and I am quite sure that if prices 
are much below that, vou are going to see a falling off in cotton pro- 
duction in this country. 

Mr. Brown. In the Southern States they are diversifying and 
getting away from cotton to a great extent, aren’t they? 

Mr. Buake. There has been a lot of acreage moved out of cotton, 
Mr. Brown, aad into livestock and other crops. Frankly, we have 
regarded it, in the Cotton Council, as being a very healthy thing 

It is generally meant that the land that remained in the cotton 
was the very best cotton land, and our yields have gone up to a most 
gratifying extent. We are actually producing today about as much 
cotton as we have been producing in a long time, on a good many 
fewer acres, and, of course, that is progress. 

Mr. Brown. Thank you very much, Mr. Blake. 

Mr. Brake. Thank you very much, Mr. Chairman and members 
of the committee. 

Mr. Brown. Call the next witness. 

The Cierx. Mr. Charles C. Hertwig, American Cotton Manufac- 
turers Institute. 

Mr. Brown. You may proceed, Mr. Hertwig. 


STATEMENT OF CHARLES C. HERTWIG, OF THE AMERICAN 
COTTON MANUFACTURERS INSTITUTE 


Mr. Herrwie. Mr. Chairman and gentlemen, my name is Charles 
C. Hertwig, and my home is in Macon, Ga. I am president of the 
Bibb Manufacturing Co., of Macon. I come before you today as a 
representative of the American Cotton Manufacturers Institute, in my 
capacity as president of this major trade organization of the cotton 
textile industry. 

The facts concerning the depressed condition of the textile industry 
are well known. They have been brought out in great detail during 
the past months; they have been discussed thoroughly in the Nation’s 
press; they were itemized in comprebensive statements filed with the 
Senate Banking and Currency Committee. 

Here, briefly, is the situation today. Mill prices in the primary 
markets continue at depression levels, production is off about 25 
percent from a year ago, average mill manufacturing margins dropped 
in March—latest month for which figures are available—to the lowest 
point since 194€, and the ratio of cloth prices to cotton prices is the 
lowest in 20 years except for July in the depression year of 1935 and 
July of 1946. 

Out in the textile regions, in the communities where the day-to-day 
existence of thousands of men and women is tied so closely to the 
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mills, these facts have made themselves known in such bitter realities as 
idle looms and spindles, people out of work or working only part time, 
of salesmen making few or no sales, or mill managers worrying how 
they can keep their plants running even at sharply reduced rates. 

-' Translated into such realities, the facts of the situation in this 
industry become far more actual and personal than abstract theories. 
They compel us to ask why in the face of this condition which has 
prevailed for many months must we keep on being subjected to the 
retarding influences, the uncertainties and the confusion attached to 
a price control operation. These realities insist that we emphasize 
to you the very direct connection between controls and the plight of 
our industry. 

You are no doubt familiar with the fact that the textile industry 
has a functional pattern unlike most other major industries, in that it 
must be able to schedule well in advance all of its operations—the 
buying of its raw materials, the mapping out of production and, in 
fact, the selling of the goods before they are made—in order to produce 
efficiently. 

This traditional pattern and the normal buying methods of our 
customers have been disrupted for more than a year now. Uncertainty 
over what OPS might do next, over what new restrictions might be 
imposed, over what new rulings or interpretations might be issued, 
any one of which might affect prices, obviously has had a restraining 
influence on buying and selling. 

Over the many months during which: these conditions have pre- 
vailed, no positive steps have been taken by the price-control authori- 
ties to end the constant doubt and uncertainty. Despite the general 
agreement that price ceilings are academic insofar as the textile 
industry is concerned, rumors have continued to emanate from Wash- 
ington that this or that action with respect to yarn or textile ceilings 
is being contemplated. So long as this condition maintains in an 
industry like ours, it is bound to serve as a stumbling block on the 
road to recovery. 

There is some evidence that our industry operations now are leveling 
off, although at a very low level. The present pattern of production 
is inadequate for most mills to meet current costs of raw materials, 
labor, and supplies. . 

An inevitable accompaniment to the present level of cotton textiles 
production is the sharply reduced rate of raw-cotton consumption 
and all that this means in lost market to cotton farmers and the hun- 
dreds of thousands of people who deal in raw cotton. In February and 
March a year ago the mills were consuming at the rate of 45,500 bales 
of cotton a day, and the final consumption total for the cotton year 
ending in July 1951 was 10,651,000 bales. In March of this year, the 
consumption rate was 37,200 bales a day, 8,300 bales a day less than 
a year ago. Total consumption for the year ending July 1952, is 
expected to be around 9.25 million bales, or a decline of roughly one 
and one-quarter million bales from last year. 

In round figures it may be said that each million bales we do not 
put through the mills decreases cloth production by about one billion 
yards of goods. Hence the 8,300 bales decrease in daily consumption 
is equivalent to around 8 million yards less of cotton cloth being 
turned out each working day, and by July will amount to a produc- 
tion loss to the Nation of over one billion yards of fabric. 
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The leveling out process indicates that the industry as a whole 
has reached economic bed-rock. Our industry knows that the only 
direction it can move, and keep going, is up. Recovery all along the 
line is essential, for upon recovery hinges the fate of hundreds of 
companies and tens of thousands of workers. 

Let us note parenthetically that a deficit has existed in civilian 
consumption for some months now, and that consumer demand 
could not be dammed up for long under normal circumstances. A 
pickup in business should produce a selling price that will provide a 
necessary expansion in mill manufacturing margins and still offer the 
consumer exceptional values, in light of the fact that cotton goods 
are now available at prices averaging around 29 percent below official 
OPS ceilings. 

It is tremendously important to this basic American industry that 
if the trend toward some degree of recovery begins to develop, it not 
be discouraged by renewed threats and rumors of downward revisions 
in price ceilings. For just as surely as that happens normal buying 
and selling practices will not be resumed, and recovery will be retarded 
accordingly. 

This industry, spread from Maine to Texas, one of the largest em- 
ployers in the United States and the consumer of a domestic agricul- 
tural product which affects the fortunes of millions of people, requests 
your assistance in making certain that the lifting forces of recovery, 
dimly visible just now, are not obstructed by the policies of a price 
control program, the need for which, if it every existed, has long since 
expired as regards this industry. 

From the very beginning of the controls program we have said time 
and again to various agencies of Government that given an opportunity 
to produce this industry would meet every demand made upon it by 
the military and the civilian population, thereby nullifying any pos- 
sibility of inflationary pricing. Now the record speaks for itself. 
Not only has the industry demonstrated beyond any possibility of a 
doubt that it can meet every production demand made upon it; it has 
demonstrated also that this productive power can be achieved almost 
overnight. Moreover, the competitive make-up of the textile industry 
is such that the full influence of its productive power is brought into 
immediate play in response to the slightest change in consumer de- 
mand. These are established facts. Obviously, in a situation of this 
nature, inflation is practically a myth. 

Now, OPS has ordered provisional removal of control machinery 
from a number of important commodities, and last week revealed that 
raw cotton and textiles were to be among the next under considera- 
tion for suspension action. We sincerely hope that the control author- 
ities will utilize this opportunity to institute a practicable, workable 
price suspension plan which will return to our industry some of the 
confidence that has been denied us for so long. 

If this is to be accomplished, two things on the part of OPS are 
necessary: First, a clear-cut announcement that price controls for 
textiles are being suspended immediately, and that they will not be 
reimposed until and unless prices reach current ceilings; second, an 
accompanying statement that if ceilings prices are reimposed at any 
time in the future they will be at levels not less than those ceilings now 
in effect—in other words, that there will be no roll-backs, directly 
or indirectly. 
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Our request for suspension which shall be permanently effective 
below present ceilings is not based on any expectation that prices can 
return to ceiling levels. The industry’s great production capacity, 
much of which is now idle, would seem to make that impossible, 
except in the event of all-out war. 

Short of a world war, suspension of the type we request means 
permanent decontrol for all practical purposes without abandoning 
the existing safeguards. 

Such action is necessary for the restoration of buyer confidence. 
This confidence must be restored if the normal pattern and volume 
of advance buying is to be resumed. Converters and industrial con- 
sumers, such as manufacturers of automobiles, shoes, furniture, bags, 
and machinery belting; wholesalers and retailers; apparel manufac- 
turers and upholsterers, the knitting trades, tire and narrow fabric 
manufacturers—will not assume normal inventory risks and make 
advance commitments, either on the buying or selling side, when the 
usual hazards of the market are further clouded by the uncertainties, 
confusions, and dangers of price regulations, whether they be actual 
or prospective. The bitter truth of this has been proved to us for 
the past 10 months. As a matter of fact, the depressing effect of 
regulations became more and more intense as actual prices receeded 
from the ceilings. 

The experience of the industry, therefore, is that the return of buyer 
confidence and normal market operations require that the atmosphere 
of the market be cleared. 

Such an announcement on the part of OPS would relieve the industry 
of the uncertainties, the rumors, and the consequent marketing dis- 
tortions which have plagued us for so long and which are so completely 
unnecessary. And such an announcement would not to the slightest 
degree violate the intent or the spirit of the stabilization program. 

These things I have mentioned, OPS should do. ‘To insure against 
future uncertainties, we strongly recommend that the Congress pro- 
vide additional safeguards which so obviously are needed. First, 
through some type of decontrol or suspension formula, assurance 
should be given to American business and industry that price controls 
will not be retained in situations where they are not needed. Second, 
through the medium of an air-tight anti-roll-back provision, assurance 
should be given that the delicate relationship between supply and 
demand will not be subjected to the distortions which inevitably result 
from the rumors and uncertainties attached to threats of price roll- 
backs. 

Why, vou may ask, should Congress take these steps if the stabiliza- 
tion agency is willing to take the same steps administratively? The 
answer lies in the frequent changes of personnel—and consequently 
of policey—which has been experienced by agencies operating under 
the Defense Production Act. Not only have there been frequent 
shifts all through these agencies among top-level personnel, but right 
in the Textile Division of OPS, for example, there have been three or 
four complete turn-overs of administrative personnel. With many 
of these people being called in to serve more or less temporary assign- 
ments, such a turn-over is to be expected. Put it is obvious that 
this type of operation places an added responsibility on the Congress 
to define policy more specifically than normally would be the case. 
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In behalf of the American cotton-textile industry, I wish to express 
to this committee our very genuine appreciation for the privilege of 
presenting to you‘our story, and we urge your careful consideration 
of the recommendations which we have made. 

Mr. Brown. Thank you very much, Mr. Hertwig, for your excellent 
statement. 

As I understand it, vou people in the textile industry have a very 
large surplus of textile items on hand at this time, is that correct? 

Mr. Herrwia. Yes, sir. 

Mr. Brown. And one of the main reasons you cannot sell them is 
the uncertainty about further roll-backs, is that right? 

Mr. Herrwia. Yes, sir; that is part of it. 

Mr. Brown. Have you people made money or lost money in the 
last few months? 

Mr. Herrwic. We are substantially—as far as I can understand, 
sir, the figures that I get come out very slowly, but I understand a 
large segment of the industry has been making more money or has lost 
money during the last 3 or 4 months. 

Mr. Brown. I understand the textile industry as a whole has made 
very little money or no money during the last 12 to 18 months; is 
that not so? 

Mr. Herrwic. Due to the impact of the Korean war, and due to the 
fact that we had bought cotton, we made some money at the beginning 
of last year, but at the end of last year, the industry got to the point 
where they made no money or began to lose money, sir. So I would 
say for the last 9 months, it has been nip and tuck with a loss. 

Mr. Brown. Assuming that the Defense Production Act is ex- 
tended, would it help you gentlemen any to take off ceilings at this 
time, with authority to reimpose them at the present ceiling price? 

Mr. Herrwiea. If they were taken off at this time, sir, I think it 
would restore confidence to the market, and if they knew they could 
not be reimposed at a price lower than those now existing, I think it 
would restore confidence to the market, and some buying might come 
into it. 

These things move in cycles. We people stop buying, it goes down 
and down, until you can start it back up. Then you are in a losing 
period, sir. 

Mr. Brown. Textile items are presently selling how much below the 
ceiling price? 

Mr. Hertwia. The average on the 17 cloths published by the 
Department of Commerce, I believe, is about 29 percent. 

Mr. Brown. Twenty-nine percent below ceiling? 

Mr. Herrwia. Yes, sir. 

Mr. Brown. They did not put the ceiling price too high at the 
beginning, did they? 

Mr. Hertwia. No, sir; 1 do not think so. 

Mr. Brown. Mr. Wolcott. 

Mr. Wotcorr. I have no questions, thank you. 

Mr. Brown. Thank you again for your very fine statement. 

Call the next witness, Mr. Clerk. 

The CLerk. The next witness is Mr. Joseph Danzansky. 


97026—52—pt. 1——-38 
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STATEMENT OF JOSEPH B. DANZANSKY, OF THE LAW FIRM OF 
DANZANSKY & DICKEY, GENERAL COUNSEL OF THE NATIONAL 
ASSOCIATION OF MEAT PROCESSORS AND WHOLESALERS, INC, 


Mr. Danzansxy. My name is Joseph B. Danzansky. I am amem- 
ber of the law firm of Danzansky & Dickey, general counsel of the 
National Association of Meat Processors & Wholesalers, Inc., an 
organization comprised of approximately 500 independent meat 
processors and wholesalers throughout the country. These men are 
small business in every sense of the meaning of the phrase. 

Despite their independence and size, however, they collectively 
account for a substantial portion of the meat distribution of our 
Nation. For example, in New York City alone the meat wholesalers 
who are constituent members of our association account, in normal 
times, for the distribution of approximately 70 percent of the meat 
consumed by that enormous city. I think in Michigan, if my memory 
serves me correctly, the members of the Michigan State Association, 
which are constituent members of our group, account for approxi- 
mately 40 to 50 percent of the distribution in the State of Michigan. 

Our group consists chiefly of the nonslaughtering phase of the meat 
industry, those who depend on slaughterers for their source of supply, 
and then who process it into hotdogs, bolognas, and so forth, and they 
also wholesale fresh meats. 

In the event the Congress of the United States should see fit to 
reenact title IV of the Defense Production Act in its present or a 
modified form, we think special attention should be given by this 
committee to the following: 

1. We favor the inclusion of the right in the President to invoke 
slaughtering quotas and for the allocation of meats to processors and 
wholesalers when such powers are invoked. 

2. We favor an amendment to section 409 (c) of the act which will 
give to the courts the discretionary power to grant a judgment in less 
than the amount of the overcharge; and which will give to the Presi- 
dent the right to compromise an action for less than the amount of the 
actual overcharge where the defendant proves that he did not increase 
his legitimate margin of profit but merely passed on additional costs 
of material or services. 

3. Section 701 (b) (iv) of the Defense Production Act of 1951 should 
be implemented by forcing the President to set up a division within 
the framework of the Office of Price Stabilization to expedite requests, 
applications, or appeals from small-business enterprises and thus 
assure these enterprises that the clear intent of Congress will be 
carried out. 

4. There are a few miscellaneous changes which should also be 
made in the act. 

At the outset of this discussion I think it should be clearly under- 
stood that the suggestions for amendment which we are herewith 
presenting are not to be considered as an expression, implied or 
otherwise, by our association in favor of continued controls on meat 
and meat products. We abhor controls and the factors which make 
them necessary. We are frankly not qualified to express ourselves in 
the broad sphere of economics surrounding a controlled economy. We 
sincerely hope that this country is or will shortly be in a position where 
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supply and demand and resultant competition can once again govern 
areal free enterprise system. Our remarks rather are directed toward 
a more equitable law, assuming Congress finds that a controlled 
economy is still a necessary evil. 

First, as to slaughtering quotas. 

On September 17, 1951, we testified before a subcommittee of the 
Senate Banking and Curre ency Committee in connection with Senate 
bill 1928. At that time we argued in favor of the Maybank-Capehart 
amendment reinstating the right of the President to establish slaugh- 
tering quotas among processors of livestock. We analyzed the argu- 
ments in favor of and against the quotas and concluded that they 
should be reinstated, with an additional clause requiring the President 
to provide for an allocation of the meat product so as to assure the 
processors and wholesalers of their normal share of the available 
civilian supply. 

After consideration, the subcommittee, and subsequently the full 
committee, adopted this recommendation and reported it out favor- 
ably to the Senate. We were delighted to find that this bill has been 
presented in substantially the same form by your eminent chairman 
and by the chairman of the Banking and Currency Committee of the 
Senate as part of H. R. 6546 and S. 2645 respectively, by amending 
section 101 of the Defense Production Act of 1950 as amended. We 
fully set forth our reasons for favoring this amendment in our state- 
ment of September 17, 1951, and we do not feel it is necessary to 
reiterate our arguments at this time. We would like to have that 
statement made a part of this record. 

Second, as to an amendment to section 409 (c), section 409 (c) now 
provides; 

* * * ‘Tn any action under this subsection, the seller shall be liable for 
reasonable attorney’s fees and costs as determined by the court, plus whichever of 
the following sums is greater: (1) Sueh amount not more than three times the 
amount of the overcharge, or the overcharges, upon which the action is based as 
the court in its discretion may determine, or (2) an amount not less than $25 nor 
more than $50 as the court in its discretion may determine: Provided, however, 
That such amount shall be the amount of the overcharge or overcharges if the 
defendant proves that the violation of the regulation or order in question was 
neither willful nor the result of failure to take practicable precautions against the 
occurrence of the violation. For the purposes of this section the word ‘‘over- 
charge’’ shall mean the amount by which the consideration exceeds the applicable 
ceiling. If any person selling any material or service violates a regulation or order 
prescribing a ceiling or ceilings and the buyer either fails to institute an action 
under this subsection within thirty days from the date of the occurrence of the 
violation or is not entitled for any reason to bring the action, the President may 
institute such action on behalf of the United States within such one-year period, 
or compromise with the seller the liability which might be assessed against the 
seller in such an action. * * 


You will note that section 409 (c) (1), if read alone, would not pre- 
clude a judgment or settlement for less than the amount of the over- 
charge because the language is ‘not more than three times the amount 
of the overcharge.’’ Subsection (2), however, provides: 

That such amount shall be the amount of the overcharge if the defendant 
proves that the violation * * * was neither willful nor the result of failure 
to take practicable precautions * * *, 

The legal indication, therefore, may be that a court, even under the 
most extenuating circumstances, could not exercise its discretion by 
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granting a judgment for less than the actual amount of the over- 
charge. 

The next sentence in the act gives the President the right to ‘‘com- 
promise with the seiler the liability which might be assessed against 
the seller in such an action * * *,” but this right to compromise 
is related, again, under certain circumstances, to the limitation that 
the amount of the recovery “shail be the amount of the overcharge.” 
At least this is the interpretation which is being given to this section 
by the Enforcement Division of the Office of Price Stabilization and 
its agents throughout the country. Regardless of the circumstances 
which may be involved, they have steadfastly contended that they 
have no right to compromise for less than the actual amount of the 
provable overcharge. Many cases have arisen since the enactment of 
this section in which both the courts and the executive agency would 
like to impose a judgment or effect a compromise for less than the 
amount which the act apparently prescribes. These cases arise where 
the defendant has clearly demonstrated that his overcharge was 
occasioned by the failure of the Administrator to have expeditiously 
granted to one segment of an industry the right to pass through an 
increase granted by the Administrator to a level of manufacture or 
distribution above that of the defendant. 

In most instances the Administrator has ultimately admitted and 
corrected his mistake. But the defendant in an action under this 
subsection has been left in the untenable position of having either 
complied with the regulation and thus operated at a loss, or of having 
violated the letter of the regulation and thus subjected himself to a 
return of the overcharge which would again place him in a net loss 
position. Contact with either horn of that dilemma is equally un- 
comfortable. 

A glowing example of this is the treatment of the processing seg- 
ment of the meat industry in connection with the long-delayed is- 
suance of SR-34. 

Just a brief background of that, if I may. 

In December of 1950 the President of the United States attempted 
to invoke voluntary controls. Many of our members voluntarily 
complied with the President’s request. 

On January 26, 1951, the general ceiling price regulation was 
issued establishing, as a ceiling, the highest price charged for mer- 
chandise between December 15, 1950, and January 25, 1951. 

Those members of our industry who voluntarily complied with 
the President’s request in December, immediately were caught in a 
price squeeze, between a low selling price and rising raw material 
costs. 

We showed OPS by undisputed economic data that the cost of our 
raw material, which was meat, was rising and that we were losing 
money in our processing operation. 

Finally, on May 9 of 1951, OPS issued ceiling price regulation 24, 
which set specific dollars and cents ceilings on beef but they did not 
set a ceiling on the processed commodity made from beef. So the 
ceilings recognized the higher prices which our processor members 
were being charged for their beef, and legalized the squeeze position, 
but it gave no relief to them on their selling price. 

Then came a merry chase. We had meetings with everyone in the 
agency who would listen to us, including Mr. DiSalle. It was only 
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after another 35 days, on June 12 of 1951, that they gave us the right 
to pass on the higher cost of beef, which they had legalized on May 9. 

The first sentence in the statement of considerations accompanying 
this supplementary regulation 34 said: 

Sausage manufacturers whose prices are still controlled by the general ceiling 
price regulations, have been caught in a price squeeze. 

That was the understatement of the year insofar as meat processors 
are concerned. 

Actually, it was only after the late Senator Kenneth S. Wherry, 
always an ardent champion of small business, went with us to Mr. 
DiSalle’s office and literally banged on his table for 2 hours, that that 
relief was finally shaken loose from the economists and the lawyers 
at OPS. 

But that apparently was not sufficient experience to avoid a recur- 
rence of exactly the same condition a few short weeks later. On Sep- 
tember 19, OPS issued an amendment, another amendment to the 
beef regulation, creating a further increase in the cost of beef, which 
goes into sausage. Despite our protesis and pleas, and the obvious 
inequities and their own previous experience just 2 months earlier, it 
was not until November 21, 2 months and 2 days later, that they 
finally permitted the sausage maker to pass on this additional legalized 
increase of costs. 

During this period most processors were in the untenable squeeze 
position we mentioned above. 

Specifically, there was one company which manufactures but one 
sausage product, using beef exclusively. This company has been sued 
for treble damages for not waiting to pass on the increased cost of beef 
caused and created by OPS regulations. They couldn’t afford to wait 
because they were just going out of business. 

I think the total sum sued for now is $60,000. I think OPS is 
willing to settle for $20,000, which was the actual amount of the 
overcharge. So we have a condition where they admit they were 
wrong, but still are prosecuting this small-business man for charging 
over ceiling—not profiteering, mind you, but only recapturing his 
own costs. 

We therefore recommend an amendment to section 409 (c). 

Parenthetically I would like to say that the OPS enforcement people 
would like not to have to charge him the amount of that overcharge. 
But they take the position that once they have undertaken an investi- 
gation, they can’t settle for less than the actual amount of overcharge, 
despite the inequities, and I know only too well that, if you get into 
a court of law or equity on this thing, no judge would want to even 
fine him the amount of the overcharge. 

Mr. Woucorr. Technically they should not charge him anything. 

Mr. Danzansxy. That is exactly right. We have argued, or his 
counsel have argued, that they are policemen, but they should turn 
their head on this one. 

I think vou can correct that by adding a few words to section 409 
(ce) (2) so that it will read as follows: 

* * * Provided, however, That such amount shall not be more than the 
amount of the overcharge or overcharges if the defendant proves that the violation 


of the regulation or order in question was neither willful nor the result of failure to 
take practicable precautions against the occurrence of the violation * * ¥*, 
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This reinstates the discretion in rendering judgment or effecting 
compromises which Congress intended. 

It is important that this committee keep in focus the fact that it 
is not proposing legislation for a criminal class of people wherein all 
loopholes must be tightly knotted. We are rather dealing with the 
American businessman who, together with his brother farmer and 
worker, has made America the great moral and spiritual leader of the 
world. Discretion in the imposition of sanctions must be granted 
to the courts and to the President. 

Our suggestions here in no way permit the escape of the malicious 
violator from heavy sanctions. It only serves to enable the courts 
and the President to more closely fit the punishment with the real 
nature of the offense. 

In regard to amendment to section 701 (b) (iv): 

The request we are about to make in connection with the amendment 
to section 701 (b) (iv) is interrelated in some respects with our previous 
discussion regarding the enforcement provisions of the act 

Congress recognized in the original Defense Production Act of 1950 
that the administration of the Emergency Price Control Act sider 
which the Office of Price Administration operated in the last emer- 
gency fell woefully short of providing adequately for the protection 
of small business. They therefore enacted section 701 (a), (b), and 
(c). There have been many occasions when our association has found 
it necessary to invoke section 70i (b) (iv) in our dealings with the 
Director of Price Stabilization. To refresh your recollection, this 
section provides as follows: 

(iv) in administering this Act, special provision shall be made for the expedi- 
tious handling of all requests, applications, or appeals from small-business enter- 
prises. 

I tell you, gentlemen, in spite of the fact that that has been in- 
voked, there has been no specific machinery in the Office of the Price 
Administration today, to handle those applications expeditiously. 

Frankly, the invocation has availed us nothing. For example, in 
connection with the above-mentioned failure to have issued relief, 
which finally was given in the form of SR 34, we called attention of 
the Director on several occasions to this section of the act. On June 
12, 1951, we sent a letter to the Director of Price Stabilization setting 
forth certain necessary regulatory measures and again invoked the 
provisions of this section. He answered us on July 5, 1951, but the 
effective date of these necessary amendments was not hastened one 
whit as a result of this section. 

The answer is that no employment of this section of the act has 
been made by the Director. 

We do not want to engage in recriminations in connection with the 
administration of the act, but it is perfectly obvious that unless 
Congress clearly spells out not only its intent but some formula by 
which the Director shall be guided in connection with small business, 
nothing will be done. 

We, ‘therefore, suggest that Congress insist that an Office of Small 
Business be established within the control agency which will prescribe 
rules and regulations to accomplish the purposes of the act. This can 
be done by the simple addition of a clause to section 701 (b) (iv) 
which could read substantially as follows: 
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and there shall be established an Office of Small Business within the Agency 
administering this Act in order to more readily accomplish the purposes of this 
subsection. 

Unless you put that standard in, they are not going to do it. 

Now as to ‘Miscellaneous provisions.’ 

In addition, some provision should be made in the act which would 
enable small, ‘and even large, businesses to more rapidly determine 
their rights in connection with the present cumbersome Emergency 
Court of Appeals procedure. It is our understanding that other wit- 
nesses have testified in connection with enlarging the act to provide 
for declaratory judgments in some instances; with this or other speed- 
up procedures we heartily concur. 

The newly created Office of Small Business within the control 
agency should also have the right to speed up the administrative 
protest procedure wherein small businesses are involved. 

There is a provision in section 408 (e) (1) that, within 30 days 
after arraignment in a criminal proceeding or 5 days after judgment 
in a civil or criminal proceeding involving a violation of a provision 
of a price regulation, the defendant may apply to the court for leave 
to file a complaint in the Emergency Court of Appeals setting forth his 
objection to the validity of the provision being contested. 

Ve feel that substantial justice requires a provisior in connection 
with civil proceedings granting the same right to the defendant to 
apply for leave to file a complaint in the Emergency Court of Appeals 
within 30 days after suit has been brought. 

In other words, a defendant in a civil proceeding should have the 
same rights as a defendant in a criminal proceeding. The defendant 
in a criminal proceeding has the right to apply for leave to file a 
protest in the Emergency Court 30 days after arraignment. 

Likewise a defendant in a civil proceeding should have the right to 
petition for leave to file a protest in the Emergency Court of Appeals 
within 30 days, “or such additional time as the court may allow for 
good cause shown.” The civil sanctions, which can amount to treble 
damages, could very well be more severe than the criminal sanctions 
imposed by the act. Certainly if the Administrator has found that 
there is a lack of criminal intent and chooses to proceed civilly, the 
defendant in the latter action should have at least as much right as 
the defendant in a criminal action. 

The defenses involving the validity of a pricing regulation can only 
be raised in the Emergency Court of Appeals. These defenses should 
be thoroughly tried in the proper court before requiring a defendant 
or the court to undergo a lengthy trial. 

This could be accomplished by amending section 408 (e) (1) to 
provide for the inclusion of the clause: “within thirty days after filing 
of a civil proceeding” after the first occurrence of the phrase “in any 
criminal proceeding” in that section. 

In conclusion, if price controls on meat are found by Congress to 
be necessary, they should be implemented by a quota system in order 
to assure fair distribution. The quota system must be accompanied 
by a mandatory allocation through normal channels of meat dis- 
tribution. 

Structural adjustments must be made in the act to provide small 
business with the speed-up provisions and rights which we have 
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outlined today. Again, Congress must keep in mind the fact that it 
is not legislating for a criminal class of people when it is invoking 
controls on the American businessman. 

Thank you. 

I really sincerely appreciate the fact that the ranking majority 
and minority members were kind enough to stay here as long as they 
have today, to hear this statement. 

Mr. Brown. We are very glad to have your statement. 

Mr. Wolcott, do you have any questions? 

Mr. Wo tcort. I was trying to think why we discriminated between 
civilian criminal suits. Does the clerk remember? 

The Cierx. Generally, I don’t think the injunctive process would 
be worth anything if you could get a stay in an action like that, 

Mr. Danzansky. In an injunctive process—and Mr. Hanson 
covered this very beautifully and very adequately this afternoon—in 
an injunctive process, the defendant has no right to bring up any of 
these issues. The courts have been very perfunctory about it, and 
the law is very clear on it, that as long as they show there is a violation, 
they are entitled to an injunction, and it just isn’t fair or right to have 
a defendant subjected to that, publicitywise, and in every other way, 
particularly if the regulation under which he is being tried is not valid. 

So, why shouldn’t you try that first, before you go ahead. 

Mr. Brown. I wish to say that on account of the lateness of the 
hour, I am sorry more members are not here, but each one is being 
supplied with a copy of your testimony. Thank you very much. 

Mr. Danzanskxy. Mr. Chairman, further with reference to section 
409 (c) and our suggestion with regard to it, I would like to have 
included in the record a statement which I presented to the Senate 


Banking and Currency Committee. 
Mr. Brown. Without objection, that may be inserted in the record. 
(The statement is as follows:) 


STATEMENT OF JosePpH B. DANZANSKY, OF THE Law Firm or Danzansky & 
DickEy, GENERAL COUNSEL OF THE NATIONAL ASSOCIATION OF Meat Pro- 
CESSORS AND WHOLESALERS 


Gentlemen, my name is Joseph B. Danzansky. I ama member of the law firm 
of Danzansky & Dickey, general counsel of the National Association of Meat 
Processors and Wholesalers, Ine., an organization comprised of approximately 
500 independent meat processors and wholesalers. We appreciate this oppor- 
tunity to appear before this committee to express our views on the Maybank- 
Capehart amendment reinstating the right of the President to provide for slaugh- 
tering quotas among processors of livestock. The bipartisan sponsorship of the 
bill is a clear answer to thoughtless critics who claim that controls, particularly in 
meat, have become a mere political football and that the best interests of the 
country are not being protected on both sides of the Senate aisle. 

As we have analyzed the arguments for and against the proposed Maybank- 
Capehart amendment, and in connection with the Butler-Cole amendment which 
denied the President the right to institute slaughtering quotas, they break down 
as follows: 

1. Arguments in favor of quotas: (a) Primarily a question of fair distribution 
of available supplies. 

2. Arguments against livestock quotas: (a) Any action that fosters a controlled 
economy is not good; (b) when quotas were in effect they were not administered 
properly. 

Unfortunately, the results of these hearings and the passage or nonpassage 
of the amendment in question will not constitute a panacea for all meat-control 
ills. We do not agree with those on either side of this question who state that 
the passage or nonpassage will cause the complete break-down of meat controls or 
meat production. In this decision, as in most other decisions involving an attempt 
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to contro] an economy as complex as is ours, no one can point to any signpost and 
say in effect, ‘““Take that road to Utopia.’’ The members of this committee are 
in a position where they must weigh the facts developed at these hearings and then 
choose the lesser of evils. 

I would like first to analyze the arguments against reinstatement of quotas. 

“Any action that fosters a controlled economy is not good.’ There is no true 
American who will not agree with the broad principles behind that objection. 
However, in times of emergency the people of the Nation, through their elected 
representatives, have been willing to give yp certain of their privileges in order 
that they might enjoy them in a more fruitful abundance in the future. This 
attitude manifested itself in the passage of the Defense Production Act of 1950 
as amended this year. 

So we start in our answer to this objection by agreeing that no one likes controls, 
but that despite that fact controls are with us. This, then, leads us to the next 
question, which is, Can we partially control our American economy? 

Within the last year this committee has been able to observe the practical 
effects of the Defense Production Act of 1950. You will recall that the act set 
out a formula for the control of the American economy. In effect, the act stated 
that the President should first attempt a voluntary control program; failing in this, 
it gave him the right to introduce certain selective controls. Third, if the above 
two steps failed of accomplishment of the ultimate goal, it instructed the President 
to invoke complete mandatory controls. 

Experience soon demonstrated that a voluntary control program could not be 
effective. The cost of living rose unconscionably. In the field of selective con- 
trols, the President soon found our economy to be so interrelated that the few 
selective controls which were invoked did not halt run-away prices. He, therefore, 
finally ordered the institution of across-the-board controls. 

Tn the meat industry, as in any other vital industry, voluntary controls served 
only to penalize those who complied with the President’s request; they were caught 
with low base period ceilings. There is no reason to believe that selective or 
partial controls on price without similar control on demand and distribution will 
work, any better than selective controls of the balance of the economy did during 
the past vear. What is true of the whole of the economy is likewise true of its 
component parts. In short, we can no more exist as an industry half-controlled 
and half-free than the Nation can with an economy half-controlled and half-free. 

The second point used by the opponents of quotas—that of maladministration 
does not constitute a valid objection. Undoubtedly, as in every field of Govern- 
ment administration, mistakes through inadvertence or otherwise will occur. 
That is not sufficient reason, however, to scrap an otherwise desirable program. 
If the administration of the program is too poorly managed, then those responsible 
should be scrapped. Parenthetically, from our limited experience with the ad- 
ministration of the quota program, we found it to be one of the best administered 
agencies at the Office of Price Stabilization. 

These, then, are the balances and counter balances on the scale which the mem- 
bers of this committee should consider in weighing the arguments of the opponents 
of the quota system. 

To more fully weigh the proponent side of the scale, I would like to respectfully 
point out the following: 

The essential purpose of this quota sustem is to provide for fair distribution of 
Meats and meat products. 

Patrick Henry said, ‘‘T have but one lamp by which my feet are guided, and 
that is the lamp of exnerience.’’ I will not burden you with a complete history of 
the failure of the Office of Price Administration to properly distribute meats 
during World War II. Suffice it to say that the Congress of the United States, 
through its combined Senate and House Small Business Committees, following 
extensive hearings, issued a resolution on March 10, 1943, reading in part: 

‘‘Whereas the break-down in the civilian supply of meat and meat products has 
further resulted from the failure of the Office of Price Administration and the 
Department of Agriculture properly to guide the flow of meat and meat products 
through the orderly channels of distribution, it is— 

Resolved, That the Department of Agriculture and the Office of Price Adminis- 
tration immediately establish quotas for nonslaughtering packers as well as 
slaughtering packers and allocate adequate supplies to the small wholesalers and 
retailers in all areas of the Country. * * = *” 

In addition, the United States Department of Justice, through the Small 
Business Unit of its Antitrust Division, made a thorough investigation and report 
of the meat distribution picture during World War IT. This culminated in its 
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recommendation to the Office of Price Administration that adequate provisions be 
made for the proper flow of meats through normal channels of distribution. 

When the Defense Production Act of 1950 was being considered, the Honorable 
Kenneth 8. Wherry and the Honorable John Sparkman, both of whom are eloquent 
champions of small business—the former having served as chairman of the 
Senate Small Business Committee during the Eightieth Congress, a position now 
held by Senator Sparkman—sponsored an amendment which clearly expressed 
the intent of Congress in this field of fair distribution and allocation of product. 
This amendment went to conference and found its way into the Defense Produc- 
tion Act of 1950, where it still remains. I quote the language of section 701 (c) 
of the Defense Production Act: 

“Whenever the President invokes the powers given him in this act to allocate 
or approve agreements allocating any material, to an extent which the President 
finds will result in a significant dislocation of the normal distribution in the civilian 
market, he is to do so in such a manner as to make available, as far as practicable, 
for business and various segments thereof in the normal channel of distribution of 
such material, of a fair share of the available civilian supply based, so far as prac- 
ticable, on the share received by such business under normal conditions during a 
representative period preceding June 24, 1950, and having due regard to the needs 
of new business.” 

These prominent legislators were cognizant of the miserable dislocation caused 
by the failure of the control ageney during World War II to have included an allo- 
‘ation plan in its meat program. They wanted Congress to express its clear intent 
to the President in connection with his future control activities in meat and 6ther 
industries. 

Significantly, in the fields of steel, copper, and aluminum, the National Produc- 
tion Authority has set up an effective program for the fair distribution of the avail- 
able civilian supply as called for in section 701 (c) above quoted. We cannot see 
either the fairness or the logic for not permitting this to extend to the meat in- 
dustry. Meat also goes to war, and also builds a backlog of demand from the 
civilians. 

There can be no argument against the logic of fair distribution. All the oppon- 
ents of the quota system can say is that it should be done voluntarily. History 
demonstrates clearly that in a short supply market the integrated slaughterer will 
not voluntarily give up any portion of his supply to a nonintegrated meat dealer, 
despite the latter’s purchases from him during a more plentiful supply period. — In 
a controlled economy, with its attendant short supply of product, the independent 
dealer can no longer attract his supply with a price premium. He is dependent 
entirely on a voluntary or mandatory system. 

As we have stated, the voluntary system has completely failed; therefore, the 
only alternative is a mandatory plan. We cannot now see how there can be 
effective mandatory allocation of product to the independent processor and whole- 
saler unless the quota system under debate here is reinstated. 

The real cause of the black markets during OPA days was the failure of the 
administration to enable legitimate distributors of meat to get their fair share 
of the available civilian supply. If this had been done, the legitimate business- 
man would soon have driven the Johnny-come-latelys and the malice-afore- 
thoughters from the market place. It was pathetic indeed to observe the plight 
of these independent businessmen. During normal times they purchased a 
majority of their supplies from integrated packers, who now refused to give them 
a scintilla of their former purchases. And, OPA was completely to blame, by 
reason of its short-sighted policy. They gave the integrated packers the weapons 
with which to cut the throats of their customer-competitors. 

Early in the present program the Office of Price Stabilization Administrator 
recognized the necessity for an allocation program when he stated, in connection 
with the issuance of the first meat distribution order, that ‘“‘We will follow up 
this regulation with another which will keep meat supplies moving through 
legitimate channels of distribution and enable the housewives to buy adequate 
meat supplies from her regular butcher or market at legal ceiling prices.” 

That statement was made on February 5, 1951, by Price Stabilizer DiSalle. 
We are confident that he was sincere in his intention. 

When the slaughter quota program was eliminated by action of Congress this 
August, an allocation plan beyond the slaughtering level was being actively worked 
on by OPS officials. Industry was being consulted in connection therewith. 
Again, we do not doubt the sincerity of the present Administrator in this con- 
nection. However, because of years of sad experience under OPA, we respect- 
fully request this committee not only to report favorably on the reinstitution of 
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slaughter controls but to add a section to the Maybank-Capehart amendment 
requiring the Administrator to allocate meats at least through the processing 
and wholesale levels of distribution. This is not now an absolute requirement. 
It is merely implied. We no longer wish to gamble on anyone’s sincerity. The 
meat distributor must have what is rightfully his without question. 

We ask, then, that you add the following language to the amendment under 
consideration: ; 

‘* Provided, further, That whenever the President invokes the power given him 
in this title to provide for the distribution of a specie of livestock among the slaugh- 
terers of such specie, he shall further provide for the allocation of the product of 
such specie in such manner as to assure each processor and wholesaler thereof in the 
normal channels of distribution his fair share of the available civilian supply, 
based generally on the share received by such processor or wholesaler during the 
year 1950.” 

Now, let us examine what has happened since August 1, when the original 
Butler-Cole amendment was passed. 

Approximately 70 percent of all meat supplies in New York City is distributed 
through the independent meat wholesaler. Wholesalers in New York report a 
reduction of 40 percent in volume for the month of August. Firms that have been 
in business for 30 to 70 years report no beef supplies for next week. New 
suppliers are appearing in the market place. One railroad reported that for the 
month of August there were 800 cars of dressed meat less than the previous month 
and 1,500 cars of live cattle more than the previous month coming into New 
York City over its road. New York depended, in normal times, for a major 
portion of its supply in the form of dressed carcasses from the West. Already this 
significant dislocation has taken place. I am sure that other areas of the country 
have likewise been affected. 

CONCLUSION 


Therefore, from every conceivable point of view, from the practical to the theo- 
retical, quotas must be reinstated in order to assure fair distribution. A quota 
system must be accompanied by a mandatory allocation to its normal channels 
of distribution which existed in 1950. : 

The most important part of the meat-control program must be allowed to 
continue. 

Thank vou. 


Mr. Brown. The committee will now adjourn to meet Monday 
morning at 10 o’clock] 

(Whereupon, at 5:07 p. m., the committee adjorned until 10 a. m., 
Monday, May 12, 1952.) 

(The following statements were submitted for inclusion in the 
record:) 


STATEMENT OF CHARLES W. Bauer, PrRestpENT OF THE NATIONAL ASSOCIATION 
or Retain Meat anp Foop DEA ERs, INc. 


My name is Charles W. Bauer. I am president of the National Association of 
Retail Meat and Food Dealers, Inc. 

I have been in the Retail Meat and Food Business for the past 31 years, having 
worked for both chain and independent operators, and have operated my own 
businesses for the past 18 vears. 

I believe that I am qualified, due to this past experience to speak for the mem- 
bers of our national association. 

Itis the consensus of opinion of the members of our association that the con- 
tinuance and/or extension of the control act will be detrimental to the best interest 
of the consuming public, because it will discourage production of livestock. 

Our members oppose the extension of the control act on the reason it will 
retard the production of livestock. The daily increase in our population of over 
7,000 persons or an annual increase of over 2% million persons means that we 
must maintain our production of livestock at all times to feed our people. The 
consumer still exercises the privilege of buying what she wants where she wants 
to and how much she will pay. To substantiate this you will find prices much 
lower today than a year ago using the figures from the Bureau of Labor Statistics 
United States Department of Agriculture. 
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I have here several cuts of meat I want to exhibit to you and explain to you 
why these OPS regulations and controls effect the consumer as well as the retailer. 
First because OPS regulations tell the retailer how he must cut his meat and 
establish a price on these meat cuts. You will note these meat cuts are wastey 
showing excessive waste fat and a large amount of bone content in each cut. If 
the retailer trims the fat and trims out the bone and sells at his ceiling prices he 
will have to sell at a loss. Therefore he must either sell the meat cuts as they are 
or trim them and sell at over ceiling prices in order to make a profit. The past 
few weeks certain pork cuts have advanced considerably and I would like to 
point out that the real cause for this sharp advance is huge purchase of meat by our 
Government. They want to increase the prices of live hogs thereby they are 
creating inflated prices. To substantiate this, check purchases by the United 
States Department of Agriculture. I have here some fifty copies of the many 
different OPS regulations. 

Each retailer is expected to be able to interpret and understand them. 

I want to quote a paragraph taken from page 20, General Price Regulation, 
E. 58. A. 709, and it is a definition on a beef cut pertaining to the loin of beef and I 
quote ‘‘F ‘ourth, the excessive loin (lumbar) and pelvic (sacral) fat shall have been 
trimmed from the inside of the full loin by placing the full loin upon a flat surface, 
with no other support to change its position, meat side down, and removing all 
fat which extends above a flat plane parallel with the ‘flat ‘surface supporting 
the full loin and on a level with the full length of the protruding edge of the lumbar 
section of the chine bone. Then ail fat shall be removed which extends above a 
flat plane using the following two lines as guides for each edge of the plane. An 
imaginary line parallel with the full length of the protruding edge of the lumbar 
section of the chine bone which extends | inch directly above such a protruding 
edge. <A line on the inside of the loin two inches from the flank edge running 
parallel with such an edge for the full length of the loin. All fat obstructing the 
measurement of the second line shall first be removed. In addition to the fore- 
going all rough fat in the pelvic cavity of the heavy end of the loin (sirloin) shall 
be trimmed smooth and trimming of a knife shall be apparent. No fat remaining 
in the pelvic cavity to exceed one inch in depth.” 

With few exceptions retailers are not veterinarians or college graduates or 
skilled to sueb an extent they could understand these most complicated and 
unworkable regulations, vet these retailers are required by OPS regulations and 
under a penalty of fines or imprisonment to familiarize themselves and under- 
stand these regulations. 

OPS regulations have forced many unnecessary and undesirable changes in 
business methods on the food retailers to the disadvantage to both the consumer 
as well as the retailer. One of the examples is the widespread change in the 
modern beef cutting and trimming methods foreed on the retailers by C. P. R 
25. Food retailers have been hurt more by OPS than has any other industry. 

The complicated OPS regulations that the retailers must comply with today 
are unworkable and are the biggest threat to the gradual elimination of many 
of the more than 450,000 retailers of these United States. They are the back- 
bone of small business, they are the small store owners who are your neighbors, 
the housewives of the country have looked to him as their friend in whom they 
confide their many daily problems, vet he is required to be able to interpret the 
many complicated OPS regulations, and to run his own business. He is the buyer, 
the meat cutter, and his own bookkeeper and his own salesman, and today he 
does not cut his meat the way he did it historically, but the way the OPS regulations 
say it must be cut. Consideration has not been given as to whether he can operate 
under such regulations and still stay in business. I want to quote part of the 
defense act in section 2, Declaration of Policy. 

It is the intention of the Congress that the President shali use the powers con- 
ferred by this act within the framework, as far as practical of the American wey of 
life. The Congress further stated that any regulation or order under title IV 
shall be such as in the judgment of the President will be generally fair and equi- 
table. Perhaps the most important guide to congressional intent to maintain and 
further free enterprise is the section in title IV which reads: The powers granted 
in this title shall not be used or made to operate to compel changes in business 
practices, costs practices or methods or means or aids to distribution established 
in any industry except where such action is affirmatively found by the President 
to be necessary to prevent circumvention or evasion of any regulation order or 
requirement under this title. I want to make this point clear and bring it out 
because the letter of the law has not been carried out as intended by Congress as 
far as the OPS regulations were concerned as affecting the operation of small 
business. The retailers, and I mean the small retailers, are in worse condition 
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today than at any time in their history. Small business has pioneered in the de- 
velopment of this great country of ours and have served the consumers to the best 
of their ability through all of the trying times. Complicated controls and regula- 
tions will wipe out smal! business if vou Members of Congress permit it. The need 
of greater production of meat animals is also a factor that you Members of Con- 
gress must consider for the future of this country. 

Controls and regulations will not produce livestock. It still takes a bull anda 
cow to attain those results. The members of the National Association of Retail 
Meat and Food Dealers are definitely opposed to the extension of the Price Con- 
tro] Act. 


STATEMENT BY JOHN J. Dratr, REPRESENTING THE NATIONAL ASSOCIATION OF 
Rerait Grocers, Curcaao, Iu, 


My name is John J. Dratt. My address is Highland Springs, Va. I appear 
here today representing the National Association of Retail Grocers. The head- 
quarters of the association are at 360 North Michigan Avenue, Chicago, IIl. 

I own and operate a medium-sized food store in Highland Springs, Va., and I 
am also a member of the board of directors of the National Association of Retail 
Grocers. 

The association is the recognized spokesman for the Nation’s independent retail 
grocers. With over 60,000 active members and 532 affiliated State and local 
associations, it is the largest trade group in the United States. For over half a 
century, the association has been representing independent food retailers. Next 
June, in Miami, Fla., we will hold our fifty-third annual convention. 

First, I should like to say that my primary purpose here today is to make it 
clear that our members are overwhelmingly in favor of the suspension of retail 
and wholesale price controls on food and food products which are in plentiful 
supply. 

Price controls, as such, are not compatible with the free competitive-enterprise 
system upon which this Nation was built. Price controls can be defended only 
in a time of national emergency when the supply of goods available is not adequate 
to meet demand. 

When the Defense Production Act was originally passed by Congress, abnormal 
market conditions were present. The Communist invasion of South Korea came 
as a shock to everyone. Tensions and uncertainties arose. There was a general 
fear that this was the beginning of world war III. A panicky reaction set in, 
and sensitive commodity prices increased sharply. 

The economic problems posed in those anxious days of 1950 brought to us 
all a sense of the magnitude of the peril that threatened the Nation. In the 
face of such a peril, the members of the National Association of Retail Grocers 
did not oppose a system of complete price controls. And I wish to make it very 
clear that, if the same situation existed today, we would take the same position. 

But the all-important fact is that the same situation does not exist today. 

The defense program has not produced the shortages that were predicted. 
One of the reasons why these predictions proved to be wrong is that full account 
was not taken of the stupendous and almost incredible productive capacity of 
American industry and agriculture. 

In any event, we know that today there is no evidence of over-all food short- 
ages. Trade has been sluggish for some time. Food store sales, as reported 
by the Department of Commerce for March 1952, fell $16 million below the vol- 
ume for February, and sales for February were $49 million below January 1952. 

Following a persistent pattern, the wholesale processed food index for the 
week of April 29 declined 0.3 percent. Wholesale meat.prices fell 0.6 percent. 
Wholesale food prices are now almost 3 percent below the level for January 1951. 

These declines have produced a fantastic situation in pork. OPS still main- 
tains wholesale and retail ceilings on pork despite the fact that for the past few 
weeks the Department of Agriculture has been buying 12 to 13 million pounds 
of pork products per week to keep prices from falling further. Instead of sus- 
pending ceilings on pork, OPS recently issued a 10-page amendment to the 
wholesale pork order, CPR 74, making over a hundred technical changes in the 
regulation. This is a classic example of why the grocers all over the country 
are appealing to this committee to write a mandatory suspension formula into 
the law. 

Retail food prices have declined and, if it were not for increasing labor costs 
and freight costs, would be even lower. 

A recent spot check indicates that most of our members are selling 50 percent 
and more of their total store volume at prices well below permitted ceilings. In 
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meats the percentage of volume sold below ceilings runs in some cases as high as 
90 percent. A few highly specialized items are still being sold at lawful maximum 
prices, but these are largely luxury items. 

The market is such that small- and medium-size food retailers, even though they 
are allowed slightly higher ceilings by OPS, are selling at prices competitive with 
the large chains item by item. 

This is brought about because of the plentiful supply of foods and the resistance 
on the part of consumers to high prices. It is the consumers who are keeping 
food prices down today, not OPS. The consumers do not need OPS to regulate 
food prices. They are doing a far better job than OPS could ever do. In fact, 
we believe that price control in the food field, as it is now operated, is hurting 
consumers. It does this in many ways: (1) by adding to retailers’ cost of oper- 
ation, for, even though many ceilings are above selling prices, the regulations, 
including all their record-keeping provisions and red tape, remain in effect; (2) by 
adding to the cost of government and increasing the tax burden;! and (3) by con- 
tinually accentuating what it calls inflationary forces while depreciating the much 
greater deflationary influences which are now increasingly in evidence. Price- 
control officials continually reiterate the now familiar theme that disastrous 
inflation is just around the corner. Their record for prophecy is not good. 

Another factor which makes food price controls, as presently operated, unde- 
sirable and unnecessary is that they are not practical or workable. There is one 
aspect of this problem which is of particular concern to us because of the very 
large number of small stores represented by this association. I refer to the lit- 
erally impossible task of keeping up with the immense and continually growing 
number of OPS rules and regulations. 

I have before me here today two large volumes containing all the reading matter 
with which the retail grocers should be acquainted. The list includes 45 regulations 
and 165 amendments, supplements, ete. We estimate that this material contains 
approximately 560,700 words (exhibit attached). Many of these regulations are 
extremely complicated. For example, GCPR, SR 47, entitled ‘“‘Adjustment. of 
Ceiling Prices on Pork Loins Weighing 16 Pounds or Less,’”’ runs to some 5,000 
words and prescribes the nine steps to be taken weekly in computing ceiling prices 

The same procedure applies in the case of veal, lamb, and mutton. 

Gentlemen of the committee, this presents an absolutely impossible task for 
the average retail grocer. In order that you may understand how impossible it 
really is, I wish at this point to describe to you briefly a typical store operation. 

Selling merchandise is only a small part of the over-all operation. Goods must 
be ordered, received, and checked and either placed on the shelves or in storage 
space. A normal delivery might include as many as 140 different items, and 
approximately 5,000 pounds of merchandise. Before the merchandise can go on 
the shelves it must be priced carefully, with each price indicated on each item or 
on the shelf where it is placed. 

Meats must be trimmed and the proper cuts displaced in the refrigerated case. 
Fresh produce also has to be trimmed and either stored or displayed. 

Here, as in the meat department, a regular job is to keep displays filled, wait on 
customers, and weigh, package, and price merchandise. 

Preparation of advertising copy, which requires selecting items, writing copy, 
securing illustrations, checking proofs, and arranging for distribution, is another 
necessary job. 

Added to all these tasks is the constant need of maintenance, keeping the store 
clean, maintaining records of purchases, sales, inventory, markdowns, taxes, etc., 
and preparing all tax reports, paying bills, ete. These duties alone could very well 
take up a full day’s time for one person, but profits will not permit it. 

And, speaking of profits, reports from every section of the country indicate a 
steady downward trend. 

This is accounted for not only by the fact that we are in a buyer’s market with 
all foods in plentiful supply but also by a substantial increase in overhead costs, 
much of which, because of the extremely competitive nature of the retail food 
business, must be absorbed. 

Of course, the amount and rate of increases vary over the country, but every- 
where they have been substantial. We have reports from the secretaries of State 
and local grocer associations showing the inereased cost of doing business. Let 
me give you some examples. 

1. From Seattle we hear that the journeyman wage scale for retail meatcutters 
increased from $40 for 49 hours’ work paid in 1941 to $81 for 40 hours’ work at 
present. The increase in the scale per hour is 148 percent. In Kansas City, 
the increase is about the same, according to a report from that city. 





1 OPS has almost 12,000 people on the payroll and will cost the taxpayers over $71 million for this fiscal 
year. 
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2. The California association reports that regular clerks in 1937 received $25 
per week for 54 hours. Today they get $75 for 40 hours, plus a $2 per-week 
welfare plan and 2 weeks’ vacation, along with nine holidays. The same report 
indicates 1951 net profits are down to an average of 1% percent of sales, a drop of 
over 50 percent from 1950 figures. 

3. In Oklahoma, a number of retail grocers reported to their State association 
that their net income before taxes was 40 to 50 percent less in 1951 as compared 
to 1950. 

4. The Missouri State association states that present operating profits do not 
provide sufficient funds for replacement of equipment necessary to continue in 
business. 

5. The Tulsa, Okla., association states that grocery scales in 1945 cost $330 
compared to $405 today, and that meat choppers which cost $235 now cost $315. 
The Virginia association reports that an 8-foot double-duty meat case sold for 
$905 in 1942; it now sells for $1,292. 

6. From Nebraska, the State association reports that rents are up approximately 
50 percent when new leases are presented. In Seattle, retailers reported an 
increase in rent from two to three times since 1942. California and Oklahoma 
retailers reported similar increases, and from our own national headquarters it is 
reported that a great many retailers are now required to do their own decorating, 
repairing, and heating. 

You can see from these reports what thousands of honest, hardworking, busi- 
nessmen operating food stores are up against, and why our members are appealing 
to Congress to suspend price controls on foods in ample supply. There is no 
necessity for such controls in the first place and, second, as now in effect, they are 
totally unworkable. 

EXHIBIT 





| Numbe or Of | x Estimated 
. imb 
Regulation | amend- ‘en * number of 
| ments, oe. : | words 





. Alcoholic beverages, CPR 78 aA er ! | i 5 41, 400 
Alcoholic beverages, GC PR, SR 30__- ; s eG Sg Cte eRe ee 3 | 700 
Bakery products, GCPR, SR 80 ptbede phone re: Picea : 800 
Bakery products, CPR 135 sisi tapas sth coseelcnlaiia ik bas ahi 9, 000 
Beef, processed, GCPR, SR 61 Lh RTI | 8 | 200 
Beef, retail, CPR 25___- wie a3 400 
Beef, wholesale, OB se oo 200 
Beverages, malt, CPR i117 , pcabibdnighnainant adem omset 400 
. Canning supplies, home, GC PR, “SR 21_- ER Eat NT GM Gs Selo | 900 
. Containers, deposit charges, Gen. Int. 2 I Sas Te Merctch ae i | 2} , 800 

. Coupon exchange rates, GCPR, SR 25. Pi RN ey Wham Poe Ree a3 | 3, 600 
2. Drinks, bottled soft, GCPR, SR 43 ah ite alle hg ia 7 j , 400 
3. Exemptions, food and rests wurant, GOR 7_._. RRA nan alae 5} 3, 200 
. Fair-trade commodities, GCPR, BRAw 5 RAK x “a } 900 

. Food packages, holiday gift, GOR DE ickianeuiatmasiccn ii whisk ates 900 

ir COGN POURA, UF aU RR MO IO ori a cin ces —Leniiaacncnascomeesn] 26 | 53, 000 
. Foods, wholesale, CPR 14 Rofo RNIN one Sai Sb FS ie ath I 3, 100 

. Fruits and berries, frozen, CPR 82 ees uae Cae 4 9, 900 

. Fruits and berries, processed, CPR 56_._..--..-- Uipbcbees oF 3 3 35, 100 

. General Ceiling Price Es ee ee a ESET Tee cia to ea ( , 100 
21. Introductory offers, GCPR, SR 27_.-_..-...---..-- Sa vee } 900 
2. Kosher beef, retail, CPR 26_- ee ee aad 9, 000 
23. Lamb and mutton, wholes: ile, GCPR, SR 54... 9, 000 
. Lamb, spring, GC PR, SR3 900 

. Lamb, vearling, and mutton, wholesale, CPR 92_- 7, 100 

. Meat, ‘sterile canned and dry ee ke a RS ase 2, 700 

‘ Milk, cream, and milk products, GCPR, SR EVER EaDe Pw openers 900 

s. Milk-price adjustments, Pi APs BiOR ko incpovaiundinnes 200 

: Pork loins, GCPR, SR nei RR SDs, , 200 


», 300 

31. Pork, wholesale, CPR 74 , 000 
32. Potatoes, white ‘flesh, CPR 113 27, 900 
33. Price procedures, general, PPR 1 5, 300 
. Pricing, community, GOR 24 3, 600 
35. Sales, retail and wholes: ale, GCPR, SR 29. 9, 900 
36. Sausage, fresh and semidry, ay PR, SR 34 3, 300 
. Soaps and cleansers, CPR 1 6, 300 
38. Soups, processed, CPR 75 __ 100 
39. Special deals, GCPR, SR 26 900 
Taxes, collection of, in addition to prices_ , 800 

. Veal, lamb, and mutton products, retail, GCPR, SR 79. 
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, 700 
. Veal, wholesale, CPR 101 | 21 3, 900 
3. Vegetables, canned, CPR 42 | | 8, 100 
. Vegetables, frozen, CPR 81 15, 300 
. Vegetables, processed, CPR 55 41, 400 


Total : | | 560, 700 
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SraTEMENT OF Haroup QO. Sairn, Jr., Executive Vick PRreEsIDENT, UNITED 
Sratres WHOLESALE Grocers’ AssocraTIon, Inc, 


My name is Harold O. Smith, Jr. I am executive vice president of the United 
States Wholesale Grocers’ Association, Inc., a national organization of independent 
wholesale food distributors, with headquarters located in Washington, D. C. 

Our association at its annual convention held in Chicago, Ill., adopted on April 
30, 1952, the following resolution on the Defense Production Act: 

“Members of Congress have received much evidence of the ill effects on food 
distribution which would result from a continuance of price controls on foods. 
Suspension of price controls will allow flexibility in pricing which will keep business 
healthy and at the same time not affect the cost-of-living items. Competition 
and plentiful supplies have resulted in a downward drift in wholesale prices and 
narrowed mark-ups. Operating expenses still climb, due to ineffective wage stabili- 
zation and other costs including higher cartage rates. The OPS last fall investi- 
gated the declining profit. position of food distributors and more recently worked on 
a decontrol formula for goods in plentiful supply. Price and other decontrol 
measures, however, need to be legislated by Members of Congress with specific 
time limits prescribed for pertinent action. In the interest of economy in Federal 
administration, of improvement in our employer-employee relations, and of a 
return to normal business practices, only the skeleton of the Office of Economic 
Stabilization is debatable of retention. Realities of the present situation call for 
prompt and patriotic congressional action.”’ 

On the basis of the foregoing resolution we urge the committee 

1. To extend the Defense Production Act but under well-defined limitations. 
We believe that there are certain areas, particularly those including some durable 
goods and critical materials, where controls may properly and beneficially operate. 

2. To discontinue entirely price controls on all processed and fresh foods at 
distributive levels. Our reasons for such insistence are— 

(a) OPS regulations in this field are not now necessary because com- 
petition has generally done a fine job in keeping prices down and will, in our 
belief, continue to do so. 

(b) OPS regulations in this field have created a black market in old and 
new potatoes and unsound practices in the merchandising of fresh meats. 

(c) OPS regulations in this field constitute a roadblock to the early return 
to normal business practices which are the salvation of our industry’s future. 

(d) We ask for complete price decontrol of processed and fresh foods at the 
distributive level rather than for suspension of such controls with provision 
for reimposition of ceiling in certain contingencies. 

This request is based on our belief that great saving in administrative expense 
would result and on our further belief that a new price-control act would have to 
be written in the event of another international explosion, and that such new act 
should eliminate the defects of the present act and the many shortcomings of the 
regulations issued thereunder. 

Only in this way, we are convinced, could we properly approach the economic 
realities arising out of a possible declaration of a third world war: 

(e) It is our considered opinion that price controls on fresh fruits and vege- 
tables operate in a field in which such regulations have never been and can 
never be workable. 

In conclusion, we desire to state that if a reorganization of the Wage Stabiliza- 
tion Board is continued its authority should be confined exclusively to setting up 
standards in its field and, further, that the powers delegated to National Produc- 
tion Authority should be realistically limited to cope with the existing situation. 

We are convinced also that the committee and Congress should specifically 
enact provisions dealing with the foregoing subjects, even though the stabilizing 
agencies may take certain remedial action of their own accord before June 30, 
1952. 


STATEMENT OF Stanton W. Davis REPRESENTING THE SUPER MARKET INSTITUTE, 
TO THE House BANKING AND CURRENCY CoMMITTEE WITH REGARD TO DEFENSE 
Propuction Act or 1950, as AMENDED 


The Super Market Institute is a national organization of businessmen like myself 
who are in the super market business. Most of our members operate less than 
five markets. I operate two om id markets in Brockton, Mass., and one in New 
Bedford, Mass. We are medium-sized-business men. Altogether there are 
7,000 super markets from coast to coast. 
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While speaking directly for the Super Market Institute, the problems facing our 
members on account of the way the OPS is operating are the same sort of problems 
faced by the rest of the 400,000 retail grocers in the United States. 

In ther words, the problems of the super markets are essentially the problems 
of all grocers. 

Our experience with price controls since the so-called freeze has been an un- 
pleasant one. We think the price control law has not been well administered. 

As a consequence, we have several recommendations to make. We think price 
controls on almost all items sold in our stores are no longer needed. If controls 
are to be kept, there should be some change in the law. 


RECOMMENDATIONS 


There are three major changes that we recommend in the basic law: 

(1) Make it mandatory for OPS to suspend price controls where supplies 
are abundant and prices soft. To leave suspension a voluntary matter with 
OPS will mean that few products will be decontrolled. 

(2) Clarify and strengthen the Herlong amendment so that OPS can no 
longer deny food retailers their pre-Korean percentage markups. In other 
words, require OPS to give grocers treatment comparable to that given 
non-food retailers. Also, relieve the squeeze on grocers created by increased 
operating costs. 

(3) Provide more rapid, more effective and more equitable means by which 
anyone injured unjustly by OPS regulations may obtain relief. 


MEAT PRICE CONTROLS NOT NEEDED 


The regulation of meat by OPS provides some of the more dramatie examples of 
maladministration by that agency. Price controls on meat or any other foods for 
that matter are not needed under today’s conditions. Supplies of meat and all 
other foods are abundant today, and there is no upward pressure on prices. 

The abundance of all kinds of meat and other foods is in great contrast to the 
serious conditions that existed during World War II, when the military and our 
Allies took as much as 13 percent of our total food supply and there simply wasn’t 
enough to go around even with strict rationing. 

Not only are supplies abundant but prices of meats generally are soft. Prices 
of all major meats are sharply off from their peaks of last vear—off at every stage 
in the distribution system from the farmer to the retail store. 

Both supply and price conditions for meat are far different than the conditions 
that were feared by Congress in the summer of 1930 when it passed the price- 
control law and gave the President far-reaching emergency control powers. 

We have normal market conditions for meats and practically all other foods 
today and if price controls were suspended tomorrow, there would be no appre- 
ciable change in the level of food prices. 


MEAT CONTROLS HARMFUL 


Not only are meat prices regulations needless, but their operation greatly 
reduces the flexibility of operation of the grocery store, increases the cost of dis- 
tribution and has many drawbacks from the standpoint of the retailer and the 
consumer. 

Over the long run it is the consumer who must pay for any impairment in the 
efficiency of operation of retail stores. 

One OPS regulation actually forces a large segment of the retail grocery indus- 
try to debase its customary methods of cutting and trimming beef carcasses. 

During the 5 years following removal of OPA controls on meat, and the imposi- 
tion of OPS controls, tremendous progress was made by the industry in improving 
beef cutting and trimming techniques. 

Thousands upon thousands of retailers adopted close trims. Close trims in- 
volve primarily the elimination of excess quantities of fat, bone and gristle from 
retail cuts. Also, it usually involves separation of cheaper meat requiring moist 
cooking to make it tender from higher quality meat suitable for roasting or broiling. 

Considerable impetus to the spread of close trimming methods was given by 
the rise of self-service meat operations. Here the customer has the opportunity 
to inspect the meat carefully before purchase, because it is wrapped in transparent 
plastic packages. Close trimming practices have rapidly gained consumer pref- 
erence in recent years. 
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When the OPS issued its beef regulations, it largely ignored close trimmiiy 
practices. OPS established prices for individual cuts of beef based on the assunip- 
tion that these cuts would have maximum allowed amounts of fat and bone and 
waste left on. Entirely inadequate allowances were provided for closely trimmed 
cuts. Since trimming closely was an added cost to the retailer, if he continued 
to cut away excess waste he was, in effect, subjected to an economic penalty. 

In this manner, through the application of economic pressure, the OPS com- 
pelled that large section of the retail grocery industry to revert to looser beef 
trimming methods. Where the retailer resisted this change, the penalty he 
suffered often amounted to as much or more than his normal net profit margin 

I presented similar testimony, with an actual demonstration of meat trimming, 
before the Senate Banking and Currency Committee. The OPS came back and 
stated, ‘‘There is absolutely no requirement in our meat regulations which pre- 
vents a retailer from trimming off fat or gristle from retail cuts if he so desires.” 

This statement by OPS was misleading. It is clear that the retailer with a 
close trim either: maintains that trim at a loss, or else, in order to reduce that 
loss, he must revert to the inferior OPS trim. While the regulation does not 
specifically say that a retailer must trim loosely, it puts economie pressures 01 
him to do so. Under the circumstances, it is not far from the truth to say that 
OPS requires that fat, bone, and gristle be left on beef cuts. In foreing the 
retailer to trim loosely OPS is acting contrary to the consumer’s interests. 


INFLEXIBILITY IN BEEF REGULATION 


OPS meat regulations needlessly impair the flexibility of operation of food 
retailers, thus increasing their costs of operation—as well as impairing their abilit) 
to serve their customers efficiently. For example, the retailer must maintain a 
balanced movement of all cuts coming out of a beef carcass in face of constant] 
changing consumer demands. To do this, he must make constant price adjust- 
ments. There is an old saying in the meat business that vou either sell it or sme! 
it. Few cuts can be kept more than 48 hours. 


SUSPENSION PROPOSAL 


Everyone, even OPS officials, will agree that controls should he lifted th 
moment conditions permit. We think that time has arrived in the case of mos! 
foodstuffs. We propose an amendment to the Defense Production Act whic! 
would suspend prices on all foods in adequate supply. 

We do not think we can depend on OPS to suspend controls. Its recent] 
announced formula certainly will not do the job. 

One of its major prerequisites for suspension is that prices must be material! 
below eeiling prices. That is an unfair yardstick. 

In the case of pork, prices at retail are materially below the levels of last fall, by 
several cents a pound, vet retail prices are only slightly below ceilings. That is 
because the pork regulation establishes a sliding scale of retail prices, which 
down in synchronization with wholesale prices. When retail ceiling prices ¢ 
down, there is no chance for retail selling prices to be reduced materially belo' 
ce)lings. 

What the OPS suspension formula does is to meintain controls except where t! 
market for a producy is drastically subnormal, where it is being sold at a greatly 
reduced margin. 

What grocers advocate is that suspension be employed wherever conditions ar 
normal—wherever supplies are adequate, and prices do not threaten to get ou 
of line. 

We urge that Congress write a mandatory suspension formula into the law 
provide suspension under these conditions. 


NEED FOR CLARIFICATION OF HERLONG AMENDMENT 


OPS has denied retail grocers their pre-Korean percentage margins on meat 
on one pretext or the other. 

The Herlong amendment became law July 31, 1951. It stated that no regula- 
tions would be issued after that date that would “deny to sellers of materials a! 
retail or wholesale their customary percentage margins over costs of the materials 
during the period May 24, 1950, to June 24, 1950, or on such nearest representa- 
tive date,” etc., unless for some reason or other margins during that month were 
subnormal. 

Two months after the Herlong amendment became law, OPS issued a revised 
regulation establishing ceiling prices at retail for beef. 
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In the statement of consideration of this beef order (CPR 25 revised) OPS said: 
“This revised regulation applies the percentage mark-up generally prevailing 
in the retail beef industry during the period May 24, 1950, to June 24, 1950, to 
current wholesale beef ceiling prices.”’ 

It was also disclosed later that the OPS figured at the time it issued the revised 
beef order that the industry would realize beef margins of around 18 percent, 
which the OPS apparently figured was the pre-Korean level. 

It was readily apparent to grocers that the revised beef regulation fell at least 
10 percentage points short of giving the industry its pre-Korean percentage 
margin. 

When challenged on this point by the members of the retail meat industry 
advisory committee, the OPS said that industry was wrong; that the beef regula- 
tion would yield grocers 18 percent; and that the OPS would prove this to the 
industry by a cutting test. 

So a top OPS technician (S. B. Shadid) went down to Dixie Home Stores in 
North Carolina and cut up several beef carcasses. But this technician was able 
to cut out only 13 percent and not the 18 percent OPS had said was what they 
estimated the pre-Korean requirements of the industry to be. And his ham- 
burger contained more fat than was allowed by OPS regulations. 

But OPS did not begin to rewrite the beef regulation as they promised they 
would do the following week if this cutting test verified the charges by the industry 
representatives. Instead, OPS officials delayed only to say later they had decided 
that grocers were.not entitled to their pre-Korean percentage margins on beef 
after all, according to the way OPS read the Herlong amendment. 

In an Official opinion dated April 2, 1952, denying a formal beef protest, the 
Director of OPS asserted: 

“The Director is under no obligation to provide any particular percentage 
margin in the retai] meat regulations * * *,” 

Further, he stated: 

“Even if * * * the results of the forthcoming survey [by OPS] of realized 
retail meat margins discloses that retailers are currently realizing margins which 
are somewhat below those obtained in the pre-Korean period on a percentage 
basis, the retail rejulations will not necessarily be invalid.” 

The OPS has not given retail food dealers margins as good percentagewise as 
they obtained pre-Korea and that is why we want to see the Herlong amendment 
strengthened so that there will be no further discrimination against food retailers 
in this respect. 

OPS has claimed for a long time that retailers do not have available adequate 
records to show what their pre-Korean mark-ups are. The retail industry does 
not aeecept this position by the agency because we feel that grocers doing, say, 75 
percent of the business, do have adequate records available. However, if the OPS 
is really raising this objection in good faith, then grocers would be willing to make 
the concession that the basic period for the historical mark-up could be shifted 
from the pre-Korean month to the average of the prefreeze period, December 1, 
1950-—January 25, 1951. 

The OPS has made this same shift in base periods for over 1 million nonfood 
retailers, and retail grocers sce no reason why they cannot be extended the same 
consideration. Furthermore, records are available for the period since OPS 
required that they be kept. 

















RECOMMENDATIONS FOR CLARIFYING AND STRENGTHENING THE HERLONG 
AMENDMENT 


In order to prevent further evasion by the OPS of the basie congressional intent 
behind the Herlong amendment, the retail gocery industry makes the following 
recommendations in order to put this Nation’s 400,000 grocers on an equal footing 
with the 1 million nonfood retailers: 

(1) Require that all existing regulations be brought into full conformity 
with the provisions of the Herlong amendment, by eliminating the “‘hereafter”’ 
from the Herlong amendment. 

(2) Require that no regulation deny any individual seller a percentage 
margin as good as he obtained on an individual product during the base period. 

(3) If OPS insists, change the base period from the pre-Korean period to 
the prefreeze period, December 19, 1950-Janaury 25, 1951. 

It would als» help to provide that all percentage margins shall be computed 
on the basis of regular ceiling prices and not on the basis of any special sales prices 
or other such irregular prices. 

All the foregoing suggestions are practical recommendations based upon the 
recent experience of the retsil food industry. Every one of these suggestions 
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results from some abuse or discrimination by OPS in the application of the Herlong 
amendment—or its lack of application really—to the retail grocery industry. 


INCREASED OPERATING COSTS 


Grocers need adjustments in prices on account of increased operating costs, 
To date, the OPS has denied such adjustments to the industry. 

United States Department of Agriculture reports show that the average hourly 
earnings of food marketing employees increased by 10 percent from June 1950 
to November 1951. The Department has not yet reported on the wage increases 
in the last 5 months, but there have been further substantial increases. 

In addition, the cost of paper bags, ete., has gone up very significantly. 

Increase of over-all operating costs of grocers account for almost one-fourth of 
the squeeze profitwise that they have been subjected to during the past year of 
OPS operations. : 

OTHER ABUSES IN MEAT REGULATIONS 


(1) The beef regulation prohibits the precutting of certain popular cuts of beef. 
Ordinarily the slack periods of the day are used by butchers to prepare most 
meats for sale. This is completely true in a self-service market. Under the beef 
regulation, certain popular cuts can only be prepared in the presence of the cus- 
tomer. This not only increases the cost of operation, but obviously it is a great 
inconvenience to the customer. Two such popular cuts affected in the past by 
this prohibition are cubed steaks made out of high quality beef and extra lean 
ground beef made from high quality meat. 

(2) Failure of OPS to allow for regional variations in the OPS relationships be- 
tween different cuts of beef. 

(3) Failure of OPS to recognize the seasonal factor in the price ceilings of any 
meat cuts. 

(4) Failure of OPS to allow a price factor for retailers aging their beef. Ob- 
viously aged beef costs more and certainly the retailer should be allowed to make 
a price adjustment for aged beef if he cares to do so. : 


CONCLUSION 


We do not feel that any of the suggestions we have made can be considered 
inflationary in the slightest. . 

We think that suspension of controls over items in abundant supply would be 
in the interests of the taxpayer and consumer alike. We think that restoring to 
the grocer his freedom and ability to adapt his business to his customers’ require- 
ments would be in the public interest. 

We think—to the extent controls may be necessary in the future—that to give 
the retailer his normal small profit margin would merely help retain efficient food 
distribution. Certainly that is in the public interest too. 

In the final analysis, efficient, low-cost grocery distribution is the best possible 
ally of the consumer against high prices, and we hope that you gentlemen will 
make whatever changes in the law you feel necessary to protect the solvency and 
efficiency of this industry for the benefit of the customers. 


——— 


NaTIONAL Beauty AND BARBER MANUFACTURERS’ ASSOCIATION, 
Washington, D. C., March 28, 1952. 
Mr. Witiiam J. HALLAHAN, 
Clerk, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. Hauianan: As I advised your office, I do not deem it necessary to 
personally appear before your committee to submit the attached statement 
requesting an exemption, in an amendment to the Defense Production Act of 
1950, for toilet preparations and beauty- or barber-shop equipment and supplies 
from price controls. 

However, I do desire to have the attached statement incorporated in the printed 
report of the hearings before your committee on amendments to the Defense 
Produetion Act of 1950. 

May I please hear from vou as to whether the attached statement will be 
incorporated in the printed report. 

Thanking you, and with kindest regards, I remain 

Very truly yours, 


Jacos RxEck, 
Erecutive Vice President. 
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SraTEMENT OF NATIONAL BEAUTY AND BARBER MANUFACTURERS’ ASSOCIATION 
yo BANKING AND CURRENCY COMMITTEE URGING AMENDMENT TO DEFENSE 
PropuctTion Acr ProvipinGc For Prick DrconrroL or COSMETICS AND 
BrRauTy AND BARBER EQUIPMENT AND SUPPLIES 


This statement is submitted by Jacob Reck, executive vice president of the 
National Beauty and Barber Manufacturers’ Association, National Press Building, 
Washington, D. C., on behalf of manufacturers of toilet preparations and beauty- 
and barber-shop equipment and supplies. 

Your committee is respectfully requested to approve amendments to the price- 
control sections of the Defense Production Act which will include and give effect 
to the following: 

1. A price-decontrol formula, under which OPS will be required to remove 
or suspend price ceilings on commodities which are in ample supply to meet 
demands, or 

2. Specific exemptions from price control for (a) toilet preparations and 
perfumes, and (b) beauty and barber shop equipment and supplies. 

Your committee is further urged to recommend to the Joint Committee on 
Defense Production that it create a watchdog subcommittee, composed of mem- 
bers of the joint committee, preferably those also serving on the Appropriations 
Committees, for the purpose of requiring the OPS to report monthly to such 
subcommittee on the manner in which it is giving effect to whatever formula for 

rice decontrol is provided for in amendments to the Defense Production Act. 
his suggestion is made due to a recollection of the manner in which OPA, for 
15 months, following the end of World War II, held on to price controls over 
many commodities, including toilet preparations, which were in abundant supply 
and for which control of prices was unnecessary. 

We support the view that, except in a national emergency, direct controls, such 
as price controls, on the normal functioning of the economy should not exist. 
Excessive controls tend toward the federalization of power, undermine the demo- 
cratic process, and lead ultimately to a socialist state. While the threatened 
inflation, following the Korean outbreak, may have constituted a national emer- 
gency requiring immediate action, the genius of American productivity again 
brought forth an abundance of goods and stability has been restored. This is 
confirmed by the following statement to the Senate Banking and Currency Com- 
mittee by Roger L. Putnam, Administrator, Economic Stabilization Agency: 

“Since the controls were imposed in January 1951, the price-wage spiral which 
followed the outbreak of fighting in Korea has been checked and stability has 
been restored to the economy.” 

We oppose the view that direct controls must be maintained to combat some 
prospective, future emergency. The planners will ever argue that an emergency 
is just around the corner with the result that the time will never come, in their 
opinion, when our economy should operate on a free, American basis. 

Toilet preparations and beauty- and barber-shop equipment and supplies are 
among the commodities now in a comparatively soft condition. There is no need 
for controlling prices of these commodities and their price ceilings should be 
removed or suspended. 

Members of the OPS industry advisory committee for toilet preparations were 
recently polled and they urged decontrol or suspension of price ceilings on toilet 
preparations. Following are the reasons why price controls on toilet preparations 
should be removed or suspended: 

1. Current supplies of toilet preparations at the manufacturing, wholesale, 
and retail levels are sufficient so that consumers may purchase the various 
toilet preparations in adequate quantity and variety at various price ranges, 

2. Adequate supplies of toilet preparations have been and will continue 
to be available because there has been no shortage of the raw materials which 
compose these commodities. From the time of the Korean outbreak to the 
present, there has been no shortage of toilet preparations. 

3. At all levels of distribution, the toilet-preparations industry has always 
enjoyed keen competition which has tended to keep and has kept prices in 
line. This situation obtained even during the period such commodities have 
been under price control. It has not been price controls but the normal 
competitive factors in the toilet-preparations industry, at all levels, which 
have kept prices from pressing the OPS ceilings. Competition and the law 
of supply and demand, not controls, have and will continue to determine 
the prices of toilet preparations and there is no justification for the taxpayer 
carrying the burden of financing an unnecessary regulation of such prices 
by OPS. The high degree of stability in toilet-preparations prices, resulting 
from competition, is reflected in the Consumer Price Index. Despite increased 
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production costs, resulting from the various rounds of wage increases, the 
annual index average shows that prices of toilet preparations, at the end of 
1951 were only 3 percent above the annual index prices at the end of 1948. 
_ 4. The ability of keen competition to keep prices of toilet preparations in 
line is demonstrated by the failure of manufacturers to increase their prices 
to reflect increased costs to July 26, 1951, as permitted by the OPS regulations 
implementing the Capehart amendment. Of the more than 1,000 manufac- 
turers of toilet preparations, less than 25, or about 2% percent, have increased 
their prices in accordance with the provisions of the Capehart amendment. 
Thus, despite the fact that the labor and materials costs of toilet preparations 
have increased and manufacturers of those commodities are permitted to 
increase their prices, under the Capehart amendment, over 97 percent have 
failed to do so because they realize that the fierce competitive nature of the 
industry, at all levels, will not stand for increased prices. 

5. As generally happens when there is too much regulation of industry, 
manufacturers of toilet preparations find themselves caught between two 
lines of fire as a result of the provisions of the general ceiling-price regulation 
and the Robinson-Patman Antiprice Discrimination Act, as interpreted by 
the Federal Trade Commission in its trade practice rules for the toilet- 
preparations industry. Under the GCPR, manufacturers of toilet prepara- 
tions are required to continue the payment of advertising and promotional 
allowances granted under certain circumstances despite the fact that such 
continuance may constitute a violation of the Robinson-Patman Act, unless 
an application is filed with OPS for permission to bring the allowances in line 
with the Robinson-Patman Act. This needless red tape will be eliminated 
by the suspension of price ceilings on toilet preparations and it is contended 
that industry should not be required to expend legal fees in a situation where 
the commodities it produces are in abundant supply and competition has kept 
the prices of such commodities in line. 

6. Maintaining the records required by the OPS is a costly affair, especially 
for the small retailer with a small volume. Naturally, these costs are reflected 
in the price of the commodity and are passed on to the consumer. This in 
itself is inflationary. ‘The small wholesaler or retailer is not equipped to 
handle the mass of records required by OPS nor is he able to hire extra help. 
If he is forced to do so to escape violation, either his income is cut down or his 
price rises. In times of emergency, the millions of small businesses do their 
patriotic duty and keep and report the records. However, in normal times, 
they are not too prone to do so because they see no sense in it. This is bad 
since it encourages disrespect for law. ‘To relieve this situation, price ceidngs 
on toilet preparations should be suspended or removed. 

Many of the reasons cited above for decontrol of toilet preparations are equally 
applicable to the argument for decontrol or suspension of prices on beauty- and 
barber-shop equipment and supplies. Current supplies of beauty- and barber- 
shop equipment are sufficient so that beauty and barber shops may purchase these 
items in adequate quantities at various price ranges. Here too, the beauty and 
barber equipment and supplies industry has always experienced keen competition 
which has kept prices in line. The Korean outbreak had no effect on prices of 
beauty- and barber-shop equipment and supplies. Competition took care of that. 
I have not heard of a single instance of a manufacturer of beauty and barber 
equipment and supplies using the Capehart-amendment regulations to increase 
prices as a result of increased costs to July 26, 1951. The market is too soft to 
permit such increases: For that reason, there is not the slightest justification 
for maintaining price ceilings on beauty- and barber-shop equipment and supplies. 

In view of the above, we respectfully request your committee to amend the 
Defense Production Act of 1950 as follows: 

1. Either by providing therein definite standards under which commodities 
presently subject to price control should be freed, by removal or suspension, 
of such controls, or 

2. By amending subsection (e) of section 402 of the Defense Production 
Act of 1950 by adding at the end thereof the following new paragraph: 

“(viii) Prices for toilet preparations, beauty- or barber-shop equipment 
and supplies.” 

Our industry holds your committee and its venerable chairman in the highest 
regard. We know you will act in accordance with the best interests of the Nation 
We graciously accede to whatever decision you make, 


(The following information was requested at page 538 by Congress- 
man Talle:) 
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DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 








MONDAY, MAY 12, 1952 






House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
The committee met at 10 a.m., Hon. Brent Spence (chairman of the 
committee) presiding. 
Present: Chairman Spence, Messrs. Brown, Patman, Rains, Multer, 
Deane, Dollinger, Bolling, Fugate, Wolcott, Talle, Cole, and Nicholson. 
The CuarrMan. The committee will be in order. 
The hearings will be resumed. 
The clerk will call the first witness. 
3 The Cierk. The first witness will be Mr. Herschel D. Newsom, 
master of the National Grange. 
The CuarrMan. Mr. Newsom, you may proceed. 
















STATEMENT OF HERSCHEL D. NEWSOM, MASTER, THE NATIONAL 
GRANGE 













Mr. Newsom. Mr. Chairman, members of the committee, I have a 
prepared statement that I think, Mr. Chairman, I might just as well 
read, because it will probably conserve our time and yours. 

The CHarrMan. You may proceed as you please, and you may 
insert anything in the record that you think is pertinent. 

Mr. Newsom. Thank you, sir. 

Feeling that there may be some other members of the committee 
coming in, I will postpone my introductions until more members are 
here. 

We have some National Grange officers present that I will want to 
introduce later, Mr. Chairman. 

Agriculture’s ability to finance and deliver the production seemingly 
demanded of our industry currently is being threatened by rising 
production costs, on the one hand, and declining farm income, on the 
other. The consequent increase in agric ultural indebtedness is of 
such concern that we simply must begin to analyze vigorously the 
causes for that increased cost of operation which is contributing to the 
decline of net income. The following figures reveal the facts of a 28- 
percent increase in agricultural loans at national banks, as well as the 
figures on farm mortgage, production credit and other short-term 





















indebtedness: 

Agricultural loans, national banks 
IS ES 1 aap Sa gg A PS eee a $1, 229, 000, 000 
BB Ga |) eee a ae tee ee dag Poop AD, Tye, os ee oe he _..... 1,495, 000, 000 
PICO Oe See ae Le ie ata a! BT, OBO, 000 






That is about a 28-percent increase in those agricultural loans. 
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PCA loans 
Jan. 31.1961... ee Oe nega Sage cane ke alae Ul he win ee _ $482, 963, 279 
PR Le RON a he a bee ae ee edd Oe ee 593, 040, 741 
That is 22.8 percent more than January 31, 1951. 
[Billions] 





| Jan. 1, 1951 | Jan. 1, 1952 


Farm mortgage debt : $5.8 1 $A 4 
RR RE RR eee Re ee ney Snes a 26,2 3374 











2916 percent up. 
2 Preliminary. 
3 20 percent up. 





The significant thing that I want to call your attention to here is 
that the short-term debt, which more accurately reflects operation 
costs, and more immediately reflects operation costs, or decline of 
income, is up 20 percent as compared to the mortgage debt being up 
9} percent. 

May farm prices have already returned to the declining category 
from which they were temporarily arrested shortly after the invasion 
of Korea by the Communist forces and our involvement in that effort. 
The 1952 net farm income is estimated by BAE to be noticeably under 
the level of 1951 net income thus far. This fact becomes more signifi- 
cant to me, at least, because I am completely confident that when the 
record of income tax payments by American farmers in 1951 is 
definitely known, the alleged high income of farmers will be completely 
disproved. 

These statements are made before this committee for only one 
purpose. It should be clearly evident that we in agriculture must seek 
as diligently as we can to discover causes and reasons for our rising 
costs of operation. Some of those causes are to be found in the kind 
of a politically administered and to some extent politically conceived 
price control and wage stabilization program under which we’ve been 
forced to operate recently. 

Our efforts and our thinking in the Grange are necessarily and in- 
tentionally confined for the most part to rural life and to our agricul- 
tural industry. It is impossible in modern America however to divorce 
ourselves, and we have no intention of trying to divorce ourselves, 
from the rest of the total American economy. We are a part of it 
and we want to be. It therefore seems appropriate that as a spokes- 
man for the patrons of husbandry of America, we might earnestly 
suggest to this committee that any board or agency of a so-called 
stabilization administration which is set up or authorized to deal 
with any cost factors in any productive effort within our economy 
must necessarily recognize the effect of those changes or modifications 
on the pricing structure. 

It is completely unrealistic and impossible to divorce cost from price 
or to divorce wages from income unless we are willing to follow a route 
that leads to seizure inevitably, to confiscation of property, and to 
conscription of labor. American farmers want stabilization but they 
are thoroughly convinced that stabilization cannot be achieved unless 
the causes of inflation are recognized. 

We are, therefore, appealing to the Congress to make certain that 
any price control and wage stabilization that this Congress provides 
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for must be made void, as it is possible to make it, of such indefensible 
practices as those which seemingly ignore justification of a given 
request, as long as it can be administratively ignored, by any sort of 
a means available. We have often been reminded that ‘‘administra- 
tive lag is one of the most effective stabilization techniques known.” 

The use of this sort of tactic has prevented our important livestock 
and feed industry within agriculture from making available to the 
feed lots, the dairies, and the poultry-industry of this country the 
kind of an economically balanced feed known to be the most efficient 
producer of the products of our livestock industry in the history of 
agriculture. For all of six long months we have fought earnestly to 
try to get some decisions made which would make the highly important 
soybean-oil meal available to our feeders and our feed mixing plants. 
Nobody in official, responsible position has disputed the justification 
of these requests. We have met only with such comments as “our 
stabilization office is not concerned with production. Our business 
is to hold the prices down.”” One of the potentially disastrous results 
of this policy exists in fruits and vegetables, by reason of rigid ceilings 
on canning and freezing output. What they seemingly ignore in this 
attitude is the fundamental fact that the surest way to raise prices in 
the future is to prevent or discourage or hinder production at the 
present. 

I would like, Mr. Chairman, to point out that last December, 
when I paid a visit to the farm in Indiana, I found that our own feed- 
mixing plant there was only getting about 20 percent of as much 
soybean oil meal as it had been able to get a year earlier, and in 
trying to discover just what the reason was—and this story may be 
well known to the members of the committee, but I want to be sure 
that, it is known—we found that the major factor in the situation was 
that when the ceiling structure on soybeans, on soybean meal and on 
soybean oil, was imposed, it was imposed at a price relationship 
there that would assure the processors of the bean a profit which was 
by them considered to be satisfactory—in the neighborhood, I believe, 
of 2 or 2% cents a bushel. 

Then, as you know, something happened to the oil market. That 
ceiling structure involved a ceiling price on soybean oil, I believe, of 
about 20% cents a pound. The bottom fell out from under the oil 
market. Soybean oil dropped to 10% cents a pound. 

But when we tried to explain to Mr. DiSalle and to others that the 
result and the loss in income to the processors had only been in part 
made up by a lowering of the price bid for soybeans—because after all, 
the support price on soybeans then became the ceiling price, as you 
will readily recognize, being that bids could only be dropped by a 
certain amount—we found that the movement of what I prefer to 
refer to as legitimate soybean oil meal was stopped, because it could 
not move under that ceiling price. 

So the mills started mixing limestone, or anything else that they 
could get, into that meal so that they could sell it as a mineralized 
meal, and rather than to sell at the ceiling price of I believe about 
$78 a ton, it began to move, with its composition disturbed to the 
point that feed mixing plants did not know what to do about their 
formulas, at a price of approximately a hundred dollars. 

All because the income that was permissible, or available, I should 
say, from the sale of oil, was destroyed, by reason of market conditions. 
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Now there were those that felt that we should have invoked a sup- 
port price on oil at the ceiling level and thereby made it possible for 
the meal to move. I do not happen to agree, but I am simply relating 
this story to you to tell you how this sort of an approach has taken 
this vitally important feed essential away from us, and we have been 
rapidly approaching the same sort of a situation in the case of flaxseed 
meal, and of course most of you are probably familiar with the terribly 
unsatisfactory situation now with respect to the relationship between 
the cottonseed oil and cottonseed meal. 

IT am simply offering this story as evidence of how, when we have 
our soybean oil meal taken away from us, in our feeding process, we 
have to feed additional grains. 

As you know, we have a shrinking supply of feed grains. 

_ We have a real serious situation confronting us in the feed grain 
industry. And yet, when we have lost our high protein supplements, 
we simply have to feed more grain than otherwise would be required, 
and that feeding of more grain becomes inefficient and increases our 
cost of operation. 

I want to call your attention, too, to a thing that is happening in 
our fruits and vegetables situation, with especial reference to the can- 
ning and the processing—the freezing—of those fruits and vegetables. 

I happen to be a tomato and sweet corn producer for a packing 
company in Indiana. For reasons that apparently were good, our 
contract for this year’s production involved a slight price increase 
over last year. We now find that OPS will not permit the processor— 
the canner in this case—to increase the price, even though the price 
increase requested does not yet reflect parity of income to me, as a 
producer of those tomatoes. They can only give consent to increase 
that price on the finished product—the can of tomatoes—if and when 
that packing company proves to OPS that they shall have operated at 
a loss over a certain period of time. 

The muddle, the confusion, and the uncertainty that have been 
thrown into our livestock production and marketing system are having 
important effect on plans at the present time. The plans at the pres- 
ent time are tremendously important, as 1 need not remind the mem- 
bers of this committee, insofar as the potential production a year, 
2 years and even 3 years from now are concerned. 

1 am often reminded of Claude Wickard’s rather famous statement 
a few years ago, when, as Secretary of Agriculture, he had some 
bureaucrat, let us say, for want of a better word come rushiag in his 
office one day and saying “Mr. Secretary, we need more milk. We 
must have another million milk cows.”’ 

And Claude, in relating the experience to me, told of how he had to 
wait for 15 minutes for this fellow to prove that we actually had to 
have another million milk cows right now, before he got an opportunity 
to say ‘‘Did it ever occur to you that it takes 3 years to make a milk 
cow?”’ 

And that is what I mean when I say that these decisions have a 
long-time fuze on them. The decisions that we are making today 
may well affect our livestock industry 3 years from now. 

There is no doubt in my mind but that a major factor in the failure 
of a sizable dairy cooperative on the west coast just recently was their 
inability to get prompt and equitable consideration of some of the 
demands that they were making on the Office of Price Stabilization. 
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That operation went into bankruptcy owing producers approximately 
$50,000. 1 have since been advised the sum was $55,000. 

In effect, this is the time card which those producers have achieved 
out of their labor in producing the milk that has already been marketed. 
It seems altogether unlikely that any appreciable recovery can be 
effected. Grave injustice has been done by the rigid imposition of 
regulations predicated on certain margin of profit formulas and a com- 
plete ignorance of the basic and fundamental fact that you cannot 
separate costs from prices 

America cannot afford this sort of defenseless administration which 
ruthlessly interferes with the legitimate operation of the mechanism 
of price fluctuation by the deliberate employment of such techniques 
as administrative lag. 

Our present experience seems to indicate clearly that we are inviting 
the same results insofar as our livestock industry is concerned as we 
“achieved” under OPA. As we review the effects of that price control 
program on agricultural effort, it is clearly obvious that the net effect 
of it was disastrous on the balance in agriculture’s production. A 
rising level of consumer purchasing power and of industrial employ- 
ment coupled, of course, with the rising level of national income had 
been operating to stimulate livestock production until we had reached 
a level of 83 million head of hogs in 1944 and 85 million head of cattle. 
The full effects of OPA began to be felt in our livestock economy in 
late 1943 and early 1944. Between 1944 and 1947 the livestock popu- 
lation of America was reduced by 7 million head of cattle, by 28 million 
head of hogs—all in the name of trying to provide cheap meat for the 
consumers of this land. 

Are we determined to travel this same route again and to thus deny 
the consumers of this Nation of ours the foods and the products for 
which they have definitely expressed a preference and the nutritive 
health-giving, Nation-building value of which has been clearly 
demonstrated? 

If it is the judgment of this Congress that the welfare of this Nation 
demands extension of authority for price control provisions of this 
Defense Production Act then it is imperative that we guard against 
some of the mistakes that were made previously, some of which we 
confidently feel are being repeated now under OPS. 

Some people believe that it is possible to argue with certain logic 
that price contro] was brought to an end prematurely, but there was 
no alternative. 

When the meat counters of this Nation became bare, Americans 
demanded an end to a legislative situation which they felt was respon- 
sible. They will do the same thing again. 

It is for this reason that we conclude that it is all the more impera- 
tive that we guard against those errors of OPA because under the 
present OPS, which may likely be a part of a defense period of much 
longer duration than that of 1941 to 1943, we simply must plan on the 
basis of a long time effort and long time result. To emphasize the 
point that it was OPA that affected the livestock population we hasten 
to point out that between 1947 and 1951 we were able to increase the 
hog population to a figure almost identical with that of 1944 and the 
= population was raised to a figure of approximately 88 million 
read. 
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In trying to concede that, under the circumstances of this defense 
production effort, the matter of direct price and wage stabilization 
may have some legitimate place among the many devices for control- 
ling or even retarding certain effects of inflation, we are compelled io 
recognize the dangers which accompany such controls. With direct 
reference to agricultural production, we call attention to the fact that 
the USDA is seemingly justified in providing for support prices in 
trying to stimulate productive effort and improving the prospect or 
achieving our goals of production. The OPS is constantly seeking to 
lower the ceiling. Thus, we have two agencies of Government moving 
in opposite directions the end result of which is a fixed price. We are 
not charging anybody with deliberately seeking to fix prices. We are 
simply saying that we are, even though possibly unconsciously, moving 
in that direction. We are, therefore, eliminating the most effective 
mechanism for inducing or achieving a balanced production effort. 

I know of no satisfactory substitute mechanism, at least over a 
long period of time. We, therefore, must safeguard some range of 
price fluctuation between floors and ceilings: The political temptation 
of closing that gap is so great that we must call upon the Congress to 
write a prohibition against such a closing. 

I would like to say parenthetically, Mr. Chairman and members of 
the committee, that as a spokesman for agriculture and a farmer 
myself, I certainly hope that a way will be found of preventing the 
closing by providing some latitude both below and above parity. 

Parity is not a subject that we feel justified in going into very much 
at this particular time. Suffice it to say now that it is the best sort 
of a formula for a fair price that we have been able to develop col- 
lectively, everybody concerned taking part. 

It seems perfectly clear and equitable, therefore, to me, that all of 
the fluctuation must not be either below of above that level, and that 
is a basic criticism that I have of this whole control effort, because 
seemingly we have been forced to recognize that if there is any fluctua- 
tion it must all be low parity and that farmers must therefore never be 
permitted to achieve parity, except temporarily—and I earnestly feel 
that we have a terrific stake in preserving some permissible price 
fluctuation, for reasons that I have already outlined, but I feel that 
it is terribly dangerous if we are forced to have all of that fluctuation 
at a level below parity. 

I am simply appealing, very earnestly, to the members of this com- 
mittee, to give serious consideration and help, if possible, in not only 
preserving the gap, but preserving it at a proper level. 

The Grange position in recognition of the danger of inflation and in 
recognition also of the danger of disrupting our productive effort has 
not changed since we testified before this committee in May 1951. 
Events of the past year, however, have caused us to shift emphasis in 
a few specific cases. We are firmly convinced that price control on 
agricultural commodities which are produced on, marketed from and 
consumed on millions of individual farms, where rationing programs 
cannot be affected, is unsound. 

I think perhaps I could illustrate one reason, at east, for making 
that kind of a statement, by pointing out that, in operating under 
OPA few years ago, we found that there were various means of getting 
around, so to speak, price ceilings on feed grains, 
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We found other evidences of this type of thing that I am speaking of. 
Fo. example, I know, without doubt, that certain of my neighbors 
were faced with the proposition that trucks would come in from the 
Northeast, where feed grains of course are in deficit, and they would 
offer the ceiling price for corn. In order to get the corn they would 
offer to bet the farmer $100 or $200 that he could not load that truck 
by sundown. It is just a sample of the completely obvious available 
mechanisms that make it unsound to try to impose a price ceiling 
structure on such an item as feed grains. It plays directly into the 
hands of myself, for example, as a producer of feed, and penalizes our 
creat northeastern agriculture, that depends entirely on importation 
of those feed grains to sustain their dairy, poultry, and other live 
stock economies. 

We believe that run-away or unreasonable price rises are reflection 
of a demand far in excess of the supply (at reasonable prices) and that, 
therefore, the proper approach, if and when necessary, is to reduce the 
demand through a rationing program and that in the case of agricul- 
tural commodities at least, price control can never be effective over 
any more than a short period of time without a counterbalancing and 
effective rationing program. This is especially true with respect to 
feed grains and to large extent with respect to the products of our 
livestock industry. We respectfully urge the Congress, therefore, to 
prohibit price control on agricultural commodities except when the 
supply situation requires rationing to provide equitable distribution. 

I would like to say parenthetically again that I can envision— 
assuming this sort of a program is permitted to operate or is required 
by any measure over a long period of time—TI can visualize again a 
declining supply of the products of agriculture, for reasons that I have 
pointed out, and I would say to you that there is no way under the 
sun that I know of, except a rationing program, that will give to the 
cousumers 1n our great metropolitan areas, a fair share of the products 
of our livestock industry, because those of us that are closer to the 
source of supply will just get the lion’s share, under a price ceiling 
structure without a rationing program, and despite some of the refer 
ences that have been made to some of us as farmers, I want very 
vigorously to underline the fact that we do have a very definite stake 
in the welfare of the consumers, and in providing them with a con- 
tinuous flow of the wholesome products of our agricultural industry. 

Livestock slaughtering quotas have, without exception, operated 
to eliminate competition in the purchase of livestock at the stockyards. 
There is ample evidence of the producers taking a substantial and 
many times ruinous loss because of no purchaser or of only one pur- 
chaser being left (and thereby there being no competition) to buy live- 
stock in a given marketing yard. I am now speaking with direct 
reference to the provision in this bill for slaughtering or marketing 
quotas, even at 100 percent—which is of course quite an improvement 
over the 90 percent imposition which we had previously. But let us 
assume for a minute that we might be so completely wise as to be able 
to establish slaughtering quotas exactly at 100 percent, in a given 
stockyard of a given livestock supply available. It is completely 
obvious that the last lot of livestock that is going to be sold in that 
yard on that day, would have only one buyer with any quota left. 

Is it not also completely obvious that there is no competitive bidding 
left for that lot of livestock. And that is the type of thing that we 
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ran into, and we will run into it again, unless the slaughtering quotas 
are diligently at a level above the livestock available—and I amin- 
clined to agree with Mike DiSalle that such an imposition of quotas 
probably would have no effect in the field that he wanted them to 
have effect. 

I am saying, again, that sort of mechanism is sound and operative 
only in conjunction with a broad and complete rationing program. 
There just is not any way that we can take these halfway steps, with- 
out inviting that kind of difficulty. We have no alternative except to 
support the action taken by the Congress in the so-called Butler-Hope 
amendment. 

The eighty-fifth annual session of the National Grange in Atlantic 
City last November adopted a program with respect to inflation calling 
for 1, stiffened credit controls; 2, balance the Federal budget; 3, permit 
a moderate rise in interest rates; 4, encourage industrial as well as 
agricultural production; 5, take steps to eliminate deterrents to in- 
creased production. 

Within the framework of this program laid out by our delegate body 
which we shall not take the time to expand on this occasion, we would 
conclude that the extension for 1 year should provide that the Federal 
Reserve Board may again exercise authority over consumer credit as 
was formerly exercised in-regulations W and X, and we submit that 
provision for safeguarding some adequate permissive range of price 
fluctuation at levels both above and below a recognized fair or parity 
price must be made. Recent relaxation of credit controls, however, 
clearly indicates that this board is much less concerned, presently at 
least, with the threat of inflation than they are with the possibility of 
deflation. 

In like manner, I think it might well be possible that the executive 
committee or even the delegate body of the National Grange—judging 
on the basis of the current mail received by the national master— 
might, in the face of present situations, modify the above expressed 
position of the Grange. 

We are, however, presenting the official position as it stands today 
on the basis of action last November in our national session. 

A tremendously important part of our total America is the vast 
network of voluntary organizations of which the Grange is a part. 
We must preserve that sort of an America. It should, however, be 
obvious that to follow the sort of stabilization practices we have been 
attempting to follow with respect to prices and wages will almost. cer- 
tainly result, sooner or later, in depriving our free trade labor unions 
of their right to engage in collective bargaining and the need also of 
“controlling” or destroying many of the functions of most of those 
voluntary organizations, including our own, of course, because of their 
“interference with Government.” As a matter of fact, we have heard 
prominent representatives of labor charge recently that their right to 
bargain collectively has been denied them, and that they are also 
denied the right to strike, by their Government. 

I would like to remind this committee that some of us are much 
concerned with the prospect of a declining level of agricultural pro- 
duction at a time when America cannot afford that either. All of the 
efforts that the Department of Agriculture or any other Government 
agency may choose to put into the campaign to stimulate production 
will be fruitless unless there is recognition of the causes for this declin- 
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ing production. This committee must not ignore those causes in 
consideration of this subject matter. We must all be interested in the 
long-time health condition of America and her economy. Most of us, 
I’m sure, want stabilization but we do not want rigid stagnation. 

We respectfully but earnestly submit that the Congress of the United 
States should endeavor to establish a firm guaranty in the minds of 
Americans that it is the policy of the legislative branch of this Gov 
ernment that price controls shall come to au end under certain condi- 
tions. We confess we do not have a wholly satisfactory decontrol 
formula but we are certain that such a formula is desirable. We are 
likewise convinced that the existence of such a formula would give 
much encouragement to thousands of Americans who are as much 
interested in freedom and opportunity as they are in “protection.” 
After all, the confusion, lack of confidence and absence of faith in the 
future may well be the dominant factor in our faltering productive 
effort in agriculture and out. 

And now, Mr. Chairman, before I leave the stand, I would like to 
introduce, first of all, Dr. Sanders, our legislative counsel, who prob- 
ably needs no introduction to the members of this committee. 

Then the other member of the staff present, of course, is Mr. Lerch, 
our director of information. 

Now the members of the executive committee of the National 
Grange. Mr. Henry Karstensen, chairman of that committee, whe 
happens also to be master of the Washington State Grange. 

Mr. Roy Haas, secretary of the executive committee, Just recently 
back from the hemispheric labor relations conference in South America, 
and a past master of the Massachusetts State Grange. 

Mr. R. Teagarden, member of the executive committee from the 
great Midwest, master of the Kansas State Grange. 

Brother Harry Caldwell, member of the committee and master of 
the North Carolina State Grange. 

The CHarrmMan. I am sure the committee is happy to know the 
members of your organization. 

Mr. Newsom. Thank you. I would like to say, Mr. Chairman, 
that these members have no prepared statement, and have no intention 
of encroaching on the committee’s time this morning, but they will be 
glad to answer any questions that perhaps vou may want to direct to 
them, or maybe they can even answer questions that the master might 
not be able to answer, if we have not made Grange position perfectly 
clear. 

The CuHarrmMan. Mr. Wolcott, do you have any questions? 

Mr. Woxcorr. I have no questions, Mr. Chairman. 

The CuarrmMan. Mr. Brown. 

Mr. Brown. I have no questions at this time. 

The Cuarrman. Mr. Cole. 

Mr. Co_tz. Mr. Newsom, I am very much interested in the fact 
that you are again presenting this vear the same position you did last 
vear with respect to rationing and price control. Of course, I assume 
that you do not envision the need for rationing today? 

Mr. Newsom. That is right. 

Mr. Coir. Therefore, following through logically with your con- 
clusion, there should be no price control today? 

Mr. Newsom. Under present conditions, we feel very strongly 
that there is no occasion for any price control on the products of 


§7026—5H2-—pt. 1—-—40 

















§18 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


agriculture, today. May I say, however, that our official Grange 
position, as I understand it, is predicated on the feeling that there 
might conceivably be some changes in the situation that would com- 
pletely change the picture, and that we therefore feel that it might be 
well to have some “on-the-shelf’’ provision for a price-control program, 
so we are simply trying to set out the conditions under which those 
controls might become operative. 

Mr. Cour. Of course, the Defense Production Act of 1950 was 
enacted as an “on-the-shelf’”’ provision, and many of us who voted 
for it felt that it would not be utilized unless it were necessary. 

Then in order to make it a law which would be on the shelf until 
it became necessary, you would suggest that an amendment be added 
to the bill which would restrict the price-control operation until 
rationing became effective? 

Mr. Newsom. That is our point. : 

Mr. Coxe. I have been very much interested in that approach, 
because when the Government witnesses appeared before this com- 
mittee, and others who testified in favor of price control—particularly 
in 1951—-they used as the prime purpose or reason for price contro! 
the fact that the Government would siphon off from the production 
of consumer goods, at least 20 percent of material and consumer goods, 
and therefore there would be less goods competing for the money 
supply available. 

We have had before our committee some of the Government 
witnesses and others, now, who have stated that so far as they know 
there is no real shortage of consumer goods today. It weuld seem to 
me, therefore, that any inflationary impact in the economy today is 
a fiscal one, and could be and should be managed entirely as a fiscal 
policy. 

I have a letter, and also have noticed some of the news articles from 
home—that is from Kansas—concerning the potato situation, and | 
was interested in your comment that sometimes the people in the area 
of production receive more of a product. It so happens that the price 
control situation now is such that they are siphoning off even from the 
places where potatoes are produced, to other areas, and have com- 
pletely unbalanced the distributing situation with respect to potatoes. 
I wish you would comment on that, if you care to. 

Mr. Newsom. Well, it is almost pathetic, in my opinion, that we 
fail to learn what apparently are completely obvious lessons in that 
regard. Surely, this potato story is one that clearly indicates that 
an adequate price or incentive structure is the best possible assurance 
against an inadequate supply and a totally unreasonable price situation 
in the future. 

Why, just yesterday, four of our neighbors out in Takoma Park, 
here in Washington—we are temporarily living in rented quarters 
here, even though I still call Indiana home, and I did not even bring 
any of our furniture from our farm home in Indiana—but we do have 
neighbors out in Takoma Park and four of those housewives confided 
to Mrs. Newsom, that if we had room at all, the next time we drive 
home they would certainly appreciate us bringing a big enough supply 
of potatoes that they could have some good potatoes. 

That is a pathetic thing. There is no reason under the sun why 
this agricultural industry of ours can’t produce the potatoes that the 
consumers of America want and need, if we could just be given a little 
freedom of operation. 
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Mr. Cou. I think that is all, Mr. Chairman. 
Mr. Brown. Would you like to have a support price for potatoes? 
We tried that once, you know. 

Mr. Newsom. Yes, and as you know, from the record, a great many 
of us were Wholly unsatisfied with the manner in which that program 
was tried and carried out. There were several things basically 
wrong with it. I have only this one brief comment to make, unless 
you want us to take the time to go into it further, and that is that I 
hope that those of us in agriculture will be as cautious as we can about 
jacking up support prices, because as we rely on higher and higher 
support prices to protect ourselves from sizable loss, or from any 
loss, then we are just inviting the political necessity, if you please, 
of a constantly lowered price ceiling, and that is what I mean when I 
say that one of the big dangers in our agricultural economy is the 
elimination of this permissible gap of price fluctuation. 

With the increasing number of consumers that we have in America, 
it seems clearly obvious that we have to increase the total output of 
American agriculture by an amount equal to six and three-quarter 
million acres of land in 1952 over 1951, and so on in 1953 and 1954. 

We have a growing market. I look at our agricultural business as 
a business—a business with an increasing number of consumers, and 
heaven help us, we want to supply those consumers. 

Mr. Corr. Apparently you want to keep it a competitive market 
and not a price fixed market. 

Mr. Newsom. We do want to do that, and I am saying to you 
that is seemingly obvious that when one consumer consumes the 
output of two and a seven-tenths acres of land, and we have 2% million 
more consumers this year than last, and are destined to have two and 
a half million more consumers next year, and so on, for the next 12 
or 13 years, that we do need an expanding agricultural production. 

I am saying it is obvious that all things being considered, or being 
relative, we ought to have a pretty good market for all that agriculture 
is likely to product, but there is one catch in the thing, and that is 
that we will have that good market only if we produce what I refer to 
as a balanced output in agriculture. 

In other words, if we produce what the consumers want, and are 
willing to pay for, then we will have that good market. But if we 
have this historically successful mechanism which has told us as 
producers what to produce, and what we should curtail production 
on—and that is the mechanism of price fluctuation—if we have that 
mechanism destroyed or taken away, then how in heaven’s name are 
we as producers going to be able to gage our productive effort? 
How are we going to decide whether to have more pigs, as we have 
had in the former years, or to have less pigs, as we are going to to have 
this year without a doubt? 

Mr. Rarns. Do you favor flexible price supports? 

Mr. Newsom. I certainly do. 

Mr. Rains. In other words, you want to see it fluctuate. And I 
understood you to say vou thought it ought to fluctuate below parity. 

Mr. Newsom. I certainly think that if we have an accurate measure 
for a fair price level, we are going to have to permit some fluctuation 
below that level as well as above it. It is not fair, it is not just, and 
it is not sound, and if it is not any of those things, it will not work, to 
have all of the fluctuation either above or below a fair level. 
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Mr. Rats. What good is parity, then, if you are going to have it 
fluctuate below and above it? Why not just wipe it out? 

Mr. Newsom. That, of course, is a long story, too, but I so say 
briefly —— 

Mr. Rarns. Your organization does not favor wiping out parity, 
does it? 

Mr. Newsom. Absolutely not. We have worked long and diligently 
in trying to improve the parity formula as an accurate measure, largely 
because the parity formula that we had—and I do not want to sound 
too critical, it was a good attempt, but it was inadequate because it 
gave us some prices that were ridiculously high and some that were 
too low——— 

Mr. Rarns. Well, it is better than anything we ever had before, 
is it not? 

Mr. Newsom. That is right, but I do not concede that it is beyond 
the possibility of improvement either. We do need a measure where 
fairness and justness exists. 

Mr. Rarns. I listened to your statement, but I was not able to 
find where you gave us any recommendation either about price 
control or parity that I could put my finger on. 

Mr. Newsom. I did not think that was the purpose of this particular 
statement. We have made statements on that subject before the 
Agriculture Committee, and we are prepared to do it at any time. 
I was trying to confine this statement to the field of price control 
and stabilization. 

Mr. Rarns. Well, there is quite a kinship between price control 
on agricultural products and parity. Of course, we have to handle 
the two jointly, and I could not understand your statement with 
reference to price control, that you felt there ought to be fluctuation 
below parity when, as a matter of fact, most farmers think, and most 
farm organizations believe, that prices should not go below parity. 

Mr. Newsom. Well, I think your statement is slightly in error 
there, when you say that most farmers ‘think that the prices should 
not go below parity. I think, if you will say that most of us feel that 
they ought, over a long period of time, to average at about parity, 
then you will have an accurate statement. 

Mr. Rartns. My Alabama farmers think that parity is too low and 
they complain when prices go down below parity very greatly. 

Mr. Newsom. Well, I expect that we do have some people within 
agriculture, as we have people within other segments of the economy, 
that would like to have all the fluctuation above the fair price level 
so that they never have to take less than a fair price. 

But we have tried to be pretty realistic about our position with 
respect. to all agricultural commodities, and I think it is entirely 
accurate to say that our position, basically, is always predicated on 
justice and fairness. 

Mr. Rarns. What I do not understand is this: Parity, as you know, 
is only 90 percent of a fair and equitable price. You do not want it 
to go below that, do you? 

Mr. Newsom. I think your statement is entirely wrong. 

Mr. Ratns. That is what the law says. 

Mr. Newsom. Parity— 

Mr. Rains. No; 1 mean the support price. 
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Mr. Neuwsom. Well, that is different. That is a sample—TI 
do not want to sound too critical, Mr. Congressman, but the state- 
ment you just made is a sample of the kind of confusion that we have 
between a level of support, or a level of ceiling, on the one hand, and 
parity, on the other. 

Let us once and for all separate the matter of determination of 
what a fair price is—call it parity if you will—from any consideration 
of what we are going to do in the matter of legislative processes to 
move toward or away from that fair price level. They are two 
separate considerations. And we have tried to dedicate our efforts 
first of all to improving, insofar as it is possible, the measure of where 
parity and justice is, and then let us talk about whether or not we 
want all of the fluctuation above or below that level, or where the 
supports are going to be established with respect to that level, and 
eliminate the confusion. 

Mr. Rains. Price supports, of course, are at 90 percent of what is 
supposed to be a fair price. 

Mr. Newsom. Some of then. Some of them are 110 percent 
of parity. 

Mr. Ratns. Some are, that is true. But do vou advocate that we 
allow fluctuations below the 90 percent, or the price support level? 

Mr. Newsom. I do, sir, under certain circumstances, of course. 

Mr. Ratns. I would be disappointed to see prices go below that 
because would that not reduce further the farmers’ already decreasing 
income? What you are advocating? 

Mr. Newsom. Let me tell you what the inevitable consequence of 
that kind of a position will be, sir. If we as farmers—and we are a 
minority group, we have got to be politically realistic as well as fair 
if we as farmers insist that there should be no fluctuation below 
parity, are not the consumers of this country perfectly well entitled 
to insist there shall be no fluctuation above parity, and won’t we 
then have a rigidly fixed price? 

Mr. Rains. That is all true except one thing. During the last 3 
yvears—and you say vou are a farmer, I qualify also because I represent 
a great agricultural district—during the last 3 years, the only segment 
of the American population who has had a decreasing income year 
by vear is the American farmer. 

Mr. Newsom. Right. 

Mr. Rains. Why should we set up any kind of a situation that 
would further decrease his income, in proportion to the other incomes 
of the Nation. 

Mr. Newsom. I will tell you why, and that is that the farmers of 
this country, along with everybody else, if they think about it hard 
enough, have a basic stake that is tremendously important, in the 
preservation of this incentive system of operation, and one of the 
most dangerous trends of our present-day economy is that we have 
been putting entirely too much emphasis on protection, for ourselves, 
from competition, rather than to rely on efficient production and 
competition, which has stimulated this economy of ours to the greatest 
in the world. 

Now, I think we can be completely realistic and strike some middle 
ground between the obviously apparent extremes of a rigid price 
fixing, and completely controlled economy, on the one hand, and a 
completely laissez faire or dog-eat-dog economy, on the other. 
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But I am saying to you that we must not permit this Stabilization 
Act, or something of this kind, to eliminate the possibility of finding, 
and going down, the middle of the road. 

Mr. Rarns. Of course, that is a good lecture and I agree with the 
economic principles involved, but we are in an emergency and we 
are talking about a segment of our population in which you and I are 
certainly vitally interested, which I feel is not getting its just due as 
of now, and your statement to me does not point a way out of the 
dilemma. I cannot view the situation as you do. 

Mr. Newsom. I am sorry you cannot, because it is completely 


obvious to me. I would say to you that we have got to find other 


mechanisms, and we think we know some. I doubt if it is appropriate 
to discuss them, in dealing with this Defense Production Act, but we 
will be prepared to discuss that with you privately or in any other 
appropriate circumstances. 

I am saying that for this purpose we are urging this committee to 
help to be sure that we do not permit this permissible price fluctuation 
gap to be closed. 

Mr. Rartns. Mr. Chairman, I did not mean to go ahead of Mr. 
Patman. 

Mr. Parman. Mr. Chairman, I have a question or two. 

The CuarrmMan. Mr. Patman. 

Mr. Parman. Mr. Newsom, your five points on page 7 of your 
statement: I entirely agree with you on some of them, like taking 
steps to eliminate deterrents to increased production. We should have 
all the increased production we can get. We should also encourage 
industrial as well as agricultural production. And we should have 
a balanced budget. 

Of course, a balanced budget would not do the job entirely, although 
I am strongly for a balanced budget. You must remember that the 
worst indication we have had in many years, right after Korea, was 
when we had 4 balaaced badget, all during the most inflationary period. 
Immediately after the Korean conflict commence red, we had a balanced 
budget, but yet we had an inflationary situation. 

But there are two porats here which, coming from vour group, I 
cannot understand. 

One is, you want to stiffen credit controls. Do you state how you 
would suggest that be done, Mr. Newsom? 

Mr. Newsom. Only in about the general language that we used 
here. Basically, that position is predicated on the fact that, as you 
well know, we expanded our volume of money, between 1939 and 1951, 
by about 250 percent. We were only able to expand or increase our 
productive capacity as total economy by about a hundred percent. 
So the price rise that we had, the inflation that we had, was actually 
a figure between those two figures. In other words, in that 11-year 
period we actually had a price rise, an inflation, if you please, that 
amounted to 127 percent, our economists tell us, and I am sure that 
is substantially accurate. 

Mr. Parman. Are you trying to be accurate about this, or are you 
just giving that as an illustration? 

Mr. Newsom. That is substantially accurate. If there is any 
error there of any consequence, I would like to know it. 

Mr. Parman. Therefore, we have had too much money? 
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Mr. Newsom. Well, that is a statement that might have to be 
qualified. We have had enough money that we have a vast change 
in our pricing structure. 

Mr. Parman. Well, if production has gone up 100 percent and 
money 240 percent, it is obvious that we have had too much money. 

Mr. Newsom. | am not willing to concede right now—I am not 
prepared to argue the case, but I am not willing to assume right 
now—that some of that inflation might not have been desirable. So 
we had too much money in proportion to our supply of goods and 
services if we expected to maintain a constant price structure—let us 
put it that way. 

Mr. Patman. Now you believe in the law of supply and demand, 
of course? 

Mr. Newsom. Right. 

Mr. Parman. You believe in that, do you, and your organization? 

Mr. Newsom. Well, with certain modifications, I will say. 

Mr. Parman. Now, with too much money, you advocate a rise in 
interest rates. It looks to me like you would want lower interest 
rates; more money and lower interest rates. 

Mr. Newsom. Well, your inflationary picture is a combination of 
the total money supply, plus the credit conditions, or plus the turn- 
over rate of the money that is in supply. The turn-over rate or the 
number of times per year that the dollar is put to effective use has 
just about as much effect on the inflation picture as the total money 
supply itself has. 

Mr. Parman. I am not arguing with you about that. I agree with 
you on that. But I do not think that answers my question. 

Mr. Newsom. Well, I am simply trying to get around—— 

Mr. Parman. You have stated, though, that we have too much 
money; 250 percent rise in money and a hundred percent rise in pro- 
duction. With more money you would normally expect cheaper 
money, because more potatoes, cheaper potatoes. More money, 
cheaper money. But you say we have more money and yet you 
want higher interest rates. Why do you want higher interest rates? 

Mr. Rawsois We want to restrict the turn-over rate, for example. 

Mr. Parman. You cannot restrict the turn-over on interest rates 
now, Mr. Newsom. 

Mr. Newsom. You can certainly restrict the turn-over rate on the 
money supply, as the Federal Reserve will prove to you. 

Mr. Parman. No, that is not according to my view. 

Mr. Newsom. Well, I am not an authority on that subject. I do 
not make any claim to being an economist at all except of the barn- 
yard variety. 

Mr. Parman. That is all. 

Mr. Wotcorr. Will you yield? 

Mr. Parman. Yes. 

Mr. Wotcorrt. If the position of Mr. Newsom is wrong, there are 
several of us who have been wrong for a good many years. I think 
what he stated here was said much better than I could state it—my 
own position. We have low interest rates because of the volume of 
money. Interest rates reflect the volume of money. 

Mr. Newsom takes the attitude, as I understand it, that if you made 
money more expensive by raising the interest rates, then you would 
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not have so much money in circulation, and the velocity of the 
circulation would be less. 

I have come to the conclusion that the answer to inflation is to 
further exercise these indirect controls to put a brake on the velocity 
of money and credit. About the only way that I can see to do it is 
to raise bank reserve requirements and interest rates. 

Mr. Parman. I am not agreeing with that, Mr. Wolcott. Of 
course, we have had our committee working for weeks and months 
on it, and I do not think you will find it in agreement with what you 
just stated. I do not agree with the theory that interest rates is a 
substantial deterent at all, because in 1929 rates went to 30 percent 
on the New York market, and vet it was no deterent to the fellow who 
could double his money overnight. It just does not work that way. 

My observations in the past have been, that it does not work to 
any material extent that way. Your observation has probably been 
different. You are sincere in your views and I am sincere in mine. 
You believe the interest rate will deter, and I do not believe it will, 
enough to amount to anything. 

Mr. Woucorr. I am glad to have your thinking on it because it 
gives us a key as to what we might have to do in a minority report on 
your committee. 

Mr. Parman. Well, I am sorry that I have been jumping the gun 
on the report. That is supposed to be out pretty soon. Maybe | 
had not better go into this too much at this time. 

Mr. Wouicorr. That committee of which Mr. Patman is chairman, 
Mr. Chairman, is a committee set up to advise us on what you can do. 

Mr. Parman. I have been getting advice and I have been getting 
your advice, Mr. Wolcott. I do not have to take your advice, how- 
ever, as much as I respect your views and opinions. 

I know it is the duty of you gentlemen to give it to me, but I do 
not know as I am obligated to take it all. 

Mr. Tauie. Will you yield? 

Mr. Parman. I yield to the gentleman. 

Mr. Tauie. Mr. Newsom, in a free market, is it not true that the 
interest rate is determined by the supply of and the demand for 
loanable funds? 

Mr. Newsom. That is my understanding, yes. I am getting a 
little bit out of my field, but I will try to give you the best answer 
that I can. 

May I ask, Mr. Chairman, that as evidence of justification for our 
position in that thing I would like to refer to the balanced budget that 
the Congressman mentioned just a moment ago, and refer to the fact 
that during that same vear, or during that same period of time, the 
last half of fiscal 1951, I believe, in addition to having a black budget, 
we had certain credit controls in operation by reason of regulation X 
and W, for example, until the Congress, a year ago, removed certain 
authorities from the Federal Reserve Board. 

I am reminding you—— : 

Mr. Parman. I think vou are mistaken about that, if you are speak- 
ing of the time that I spoke of. I speak of the beginning of fiscal 1951, 
which was immediately after the Korean war in June 1950, and the 
second half of fiscal 1951. 

Mr. Newsom. Yes, well the point is still good. During that period 
of time, by reason of the combination of the two factors I have just 
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mentioned, we actually had a declining price structure, not only in 
agriculture, but in many or most of our basic commodities. The in- 
flation that we had, in that same period of time, was one of psychology, 
largely, and of rising wage structure, and so on. 

Mr. Coir. Scare buying. 

Mr. Newsom. Right. Tf you will check the figures, sir, I believe 
you will find clearly that that combination of credit restriction and a 
black budget, did lower the prices on basic commodities. 

Mr. Parman. Well, the controls were not effective in the first half 
of fiscal 1951. The control act was not passed until September 8, 
1950, to the best of my recollection, and it was a good while after 
that ‘before any controls were put on; in January, to be exact. 

So there were no controls, from the time the Korean conflict began, 
until the end of that year, ‘and the point I endeavored to make was 
that the balanced budget idea is good, and I thoroughly agree with 
a balanced budget at all times, and I have been voting to cut down 
the appropriations to try to cut off $11 billion this year so we will 
have a balanced budget—the committee that Mr. Wolcott is on, and 
that I am—the Joint Committee on the Economic Report—recom- 
mended a reduction of $11 billion, and we are staying with it. We 
are trying to do it. But at the same time, the balanced budget will 
not do the whole job. 

Mr. Newsom. We did not say that it would. 

Mr. Parman. Right after the Korean conflict, we had a balanced 
budget for a year after that, and yet we had the most highly infla- 
tionary period had in a long time, and I think it was due to mob 
psychology, scare buying and things like that, but I am disturbed 
that you would try to get higher interest rates. 

The small farmer right now is having all kinds of trouble getting 
proper loans. Do you not find that? 

Mr. Newsom. Yes, to some extent. 

Mr. Parman. All right, to any extent. 

Mr. Newsom. Let us keep the record straight here. I did not 
advocate higher interest rates for farmers. 

Mr. Parman. Well, you advocate high interest rates, period, for 
everybody. 

Mr. Newsom. Right. 

Mr. Parman. That includes the farmer. 

Mr. Newsom. Let me tell you, that one of the threats to our 
family farm operation structure is this expanded or inflated land 
value situation that arises out of cheap money. 

Mr. Parman. You think that higher money rates would have kept 
land values down? In other words, you would have paid the money 
to the lender instead of to the fellow who owned the land? 

Mr. Newsom. Well, I think that is not quite an accurate deduction 
from what I have said. The thing that has inflated land values in a 
lot of areas is the fact that we have had a lot of professional people— 
and I would be one of the last to advocate any restriction on their 
liberty to do that sort of thing—a lot of professional people, for exam- 
ple, my good friend back home, in one of the successful drug stores of 
the county seat town, has bought three or four good farms, at values 
that farm operators themselves cannot afford to invest in those farms 
at, simply because he wanted an inflation hedge. 
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Mr. Parman. But at the same time when they go to paying the up- 
to-date wages, why, the farm operations for the agriculturalist net 
does not amount to too much. It is not too good. 

Mr. Newsom. That is right. 

Mr. Parman. I have an idea that that is a deterrent. But what | 
do not understand is that you would advocate any increase in interest. 
rates at all. Right now the little farmer is having an awfully hard 
time and if you stiffen credit control, as you advocate, that hits the 
small farmer right in the face. Then you increase his interest rates, 
and that hits him again. I am just disappointed. Whenever you 
increase interest rates, it goes all the way down the line, not only to 
farmers, but every city and town in the country is affected. They are 
all applying for increased rates now, the telephone companies, water 
companies, gas companies-—they have got to have increased rates, 
they claim. Why? Because they are having to pay increased costs? 
What is the increased cost? Increased interest rate is one of them. 
Whenever you increase interest rates, it goes clear across the board 
and hits everybody, and I am surprised to hear you advocate increased 
interest rates for farmers when they are having such a hard time. 

And I just want to offer this as a suggestion and a real hope: That 
our farm organizations do not get influenced by this propaganda over 
the country, coming from certain sources that I do not consider is 
working inthe best interests of the country. They might be right 
and I might be wrong. But it seems to me like some of the farm 
organizations are going too far in that direction and not looking after 
the farmers well enough. In other words, they are too reticent to 
hold up for the farmers’ interest. They are willing for him to take all 
the risks, with all the hazards he has, and with no adequate protection, 
whereas we give protection to other groups, and they do not apologize 
when they ask for it, because they feel that they are entitled to it, and 
I just hope that our farm organizations do not get weak-kneed on the 
thing and stand up for the farmers as they should. 

Mr. Coxe. Just relax and enjoy it. 

Mr. Parman. Well, do you not agree with it? 

Mr. Cour. I do not agree with it. 

Mr. Parman. Do you not agree with me? 

Mr. Coun. I certainly do not agree with the implication of your 
statement and that is that the farmers should look to the Government 
for protection. 

Mr. Parman. That is not my point at all. I am glad the gentle- 
man mentioned it. It gives me an opportunity to get the matter 
more clearly presented. It is not implied at all. I want the farmer 
protected. But down in our country, where we used to make good 
money on the cotton at 10 or 15 or 20 cents a pound, you cannot make 
money at 45 cents a pound now. Everything has gone up. 

Even at 50 cents a pound, the cotton farmer cannot make a fair 
return. It sounds unreasonable; unheard of. But it is a fact. 

So the farmer is in awful shape, and we are running the risk of one 
of these days waking up and finding out we do not have enough food 
and fiber for the increased population that we have. We bave got 
to encourage these farmers, and i am going to offer this, not in a 
way of trying to lecture you or give you more advice—you know 
more about this a thousand times than I will ever know because 
you have studied it and are an active farmer yourself—but I have 
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been here nearly 24 years now, and I have listened to a lot of or- 
ganizations, and my ‘candid opinion is that any national organiza- 
tion composed of big fellows and little fellows, too, the big ‘fellows 
invariably run it. 

Now, it is true they will do a lot to help the little fellow, because 
there is no conflict of interests. But when there is a conflict of 
interest, which side are they going to take? I am not claiming you 
are taking sides with the big interests. I am not making any charge. 
But I am just stating that 1 hope you are apprehensive of those dan- 
gers and do not let your organization get into that. 

As an example, the United States Chamber of Commerc e, is doing 
a wonderful job in many ways. They are doing fine, as long as there 
is no conflict. But when there is a conflict of interest, every time 
they will take the side of the bigman. I just challenge anyone to point out 
one time when there was a conflict of interest between the little fellows 
and the big fellows, that the United States Chamber of Commerce 
did not take the side of the big fellows. 

So also the National Association of Manufacturers. They are a good 
organization, and they do a lot of good in many ways. They go along 
smoothly and easily. No trouble at all. But over the years I have 
noticed that whenever it gets down to a conflict of interests between 
the big man and the little man, they take the side of the big man. 
And they are doing it every time. You cannot point out a case 
where they have not. 

So I know now, in this country, we have never had too many big 
farmers, but now we have big farmers. I am not accusing any farm 
organization of falling into that error, which I consider to be an error, 
but I just want to express the hope that they will realize that there is 
a danger there, and not to fall into that danger, and to be on the 
alert against it. 

I know you are sincere in the points you make here. I do not feel 
they are consistent with the farming interests generally," but you do 
and you have studied them, and I am not going to attack you on them, 
but I do want to give that suggestion for what it might be worth. 

I have had experience with organizations that represent little 
people and big people. I do not say they do not help the little people, 
because they do. But in the case of a conflict of interest, which side 
are they going to take? 

Mr. Newsom. Mr. Chairman, I think it would be extremely 
difficult for me to answer Congressman Patman completely without 
vetting pretty far from the field of this particular testimony, but | 
feel compelled to give him a brief answer at least. 

First of all, I should like to say to you that our first concern is the 
welfare of rural people, and of our agricultural industry. But we 
recognize that we cannot well serve those people at the expense of the 
national economy at all. So every minute of every day that we make a 
decision with respect to agriculture, we must be ‘concerned about the 
welfare of the total American economy. We can never have a pros- 
perous agriculture, except in a good, sound, total American economy. 

Now, the best interests of our agric cultural people cannot be ser ved 
by simply providing them cheap money or even interest- free money, 
when it is unsound economics to do it, and I say to you without taking 
any more of this committee’s time, Tam going to take the liberty of 
urging you to read—and we will supply it for you—a statement that 
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we made before the Senate Subcommittee on Agricultural Appropria- 
tions, which clearly gives definite answer to some of the misgivings 
that you have, concerning the soundness .and the justification of 
certain Grange programs and pronouncements. 

Mr. Parman. I will be very glad to read it. 

Mr. Newsom. I earnestly hope you will read it and I would like 
to have your frank comments. 

Mr. Parman. And wait just a minute. I will read it sympatheti- 
cally, but my interest—and I hope it is your interest, too—1is in the 
family-sized farm. 

Mr. Newsom. That is exactly where our interest is, the very life 
of the Grange. 

Mr. Parman. I am glad to hear you say that, and I hope your 
organization will never see the day when the big farmers can run the 
organization, like the big industrialists have been running these other 
organizations I have been speaking of. 

Mr. Newsom. I invite you to participate, insofar as you can at all, 
in any of our State Grange or National Grange meetings. and see how 
our program is built. You will not have the slightest misgiving on 
that particular subject. The life of the Grange is the family farm. 

Mr. Parman. I am not saying that is not so. I am just saying 
this expressing the hope that you will keep it in mind as the years 
go on, and as the farmers get bigger. 

Mr. Newsom. There is no possibility of our failing to keep it in 
mind as long as we breathe. It is a part of us. 

Mr. Parman. The family-sized farm is very important to me. 
That is all, Mr. Chairman. 

Mr. Nicnotson. Mr. Chairman. 

The CHarrman. Mr. Nicholson. 

Mr. Nicuotson. Who made this statement that we are not con- 
cerned with.production, that we are only just concerned with prices? 

Mr. Newsom. That was a direct quotation from Mr. DiSalle. 

Mr. Nicuotson. What happened to this soybean situation that 
caused you to get other grains? Was that the fault of this kind of 
business, of only believing in prices and not production? 

Mr. Newsom. To some extent, that is right. In fairness to the 
Price Administrators, I would like to review what I said a moment 
ago, and that is that their combination of the three ceilings did have 
some’ justice and equity of relationship. There was a balance. But 
when the oil market dropped from 20% cents a pound to 10% cents a 
pound—the yield of oil out of a bushel of beans is approximately 10 
pounds—then the possiblity of the processor plants continuing to 
operate, when they could not get that 20% cents per pound for their 
oil, was just eliminated. That is all. 

Obviously, the thing they did was to seek to drop their bids on 
soybeans. But here again, we have this price-squeeze situation 
developing, because beans are supported at a certain level, despite 
the fact that the Congress intelligently tried to write the provision 
into the act a year ago, that would prevent ceilings on the products 
of an agricultural commodity that then did not reflect parity, or did not 
reflect the otherwise minimum ceilings provided for the product 
directly. In other words, I think it was the intention of this Congress 
that price ceilings on soybean meal and oil, should not be responsible 
for a price on the bean, at a level lower than the legal minimum ceiling 
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that you established a year ago, and yet we had an administrative 
process here that violated that fundamental principle, because it 
forced the bids on beans below that legal minimum ceiling. It forced 
them clear down to the point where they hit the support price, and 
they still could not market the meal and the oil, and get out. 

And so they resorted to the mineralized mix proposition that I 
referred to, and to quote Mr. Wilson, in a recent meeting of the 
Mobilization Advisory Board at the White House, he said to me, when 
I brought the same subject up again, he said, “Newsom, you haye 
brought that soybean-meal situation up with sledge-hammer blows 
several times,” and I said, “Of course, we do not like to use a sledge 
hammer, but we simply have to get some results. We must have some 
decision on this particular matter, as others.” 

And I was advised at that stage, not by Mr. Wilson, but by one of 
the representatives of the OPS that was present at that particular 
meeting, | was advised that the controversy—I believe his expression 
was that “it has now progressed to the clearing committee.”’ 

Well, that was a couple of months ago. I do not know how long it 
has to stay in the clearing committee. We do not have results yet. 

Mr. Nicnotson. Mr. Chairman, I want to say that Mr. Newsom 
explained this intricate economical subject better than a banker would 
do, in my estimation. 

The CuarrmMan. Is that all? 

Mr. Nicuotson. That is all. 

Mr. Deane. I want to say, Mr. Newsom, that I have great appre- 
ciation for the Grange, and the master for the State of North Carolina, 
Mr. Caldwell. 

What I am concerned with is why the farmers are not getting the 
price they should for their product. Let me give you a simple little 
story. I went into the market, near where I live, here in Washington, 
Saturday afternoon, to purchase some groceries. And I had two paper 
bags, one and a half full, and I left approximately $9.80. There was 
nothing costly in there; no steaks. 

And I heard a lady speaking to one of the clerks, who said, ‘This 
is highway robbery.”’ The little boy spoke to his mother and said, 
“What is this?’’ She said, ‘Honeydew melon.” He said, ‘“Let’s get 
one.”’ She said, “We can’t afford it.” 

My question is, What is your organization doing to find out who is 
getting the drag between the farmer and the merchant? [am speaking 
now about the middlemen. 

I do not want to see you get in the position of advocating anything 
that is not in the best interests of the farmer. At the same time all 
of us should be interested in the best interests of the economy. What 
is the right approach? I think it comes right back to this great spread 
involving the middlemen, How are you going to answer that prob- 
lem? That is what I am concerned about. 

Mr. Newsom. Let me say at the outset that one of my sincere 
regrets is that we as farmers have not made up our minds vet, ade- 
quately, to staff our own organization, to do the type of thing that 
you just referred to, that I think perhaps is a sound and legitimate 
function, within certain limitations, of an organization of our type. 

Mr. Deane. I have never heard of any congressional study to 
analyze this problem. Somebody is getting the drag. The farmer 
isn’t getting it, and the consumer is paying for it. 
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Mr. Newsom. There have been a lot of attempts made, some of 
which I am vaguely familiar with. But let me say to you that we 
have a tendency, as consumers, to overestimate the cost of thai 
spread. I amas concerned—and I certainly hope that this committe¢ 
will likewise be as concerred—as anybody, with the apparent neces- 
sity of having OPS raise ceilings on products coming through the 
grocery stores of this country, to prevent them having a loss in 
operation, at the same time that in the last 90 days our agricultural 
commodities have gone down almost 10 percent. 

That fact in itself clearly underlines the question that you have 
just raised. 

But I want to give you some facts and figures to think about. | 
sat over ip a certain meeting not so long ago, and heard the repre- 
sentative of a great organized labor movement criticize agriculture 
for terrific costs of the market basket, and he criticized the adminis- 
tration for what he referred to as “gross transgressions upon the 
rights of labor.”’ 

And in my judgment his criticism was completely unfounded, as is 
illustrated by these things: 

In 1951, the average purchasing power of factory labor in this 
country would buy three times as much bread as it bought in 1914. 
It would buy twice as much round steak. Twice as much pork 
chops. Three times as much butter. A little less than three times 
as much milk. 

I will give you some figures: in 1914, the average factory laborers 
income, per hour, would buy 2% quarts of milk. In 1951, it would buy 
6% quarts. 

We have heard about potatoes a great deal this morning, and for a 
long period of time. In 1914, the purchasing power of the average 
hour of factory labor would buy 12.4 pounds of potatoes. In 1951, 
it bought 31.3 pounds of potatoes. 

Mr. Deane. If the wage structure is not protected is some way 
they are not going to be able to buy vour product. 

Mr. Newsom. I agree. 

Mr. Deane. So it is not a question of who is right, but what is the 
right thing to do. 

Mr. Newsom. That is exactly right. 

Mr. Deane. I do not know as I altogether agree with Mr. Patman 
so far as complete elimination of credit controls is concerned. What 
do you think of the action of the Federal Reserve Board in ditching 
regulation W and more or less pitching it to Congress for action? | 
do not know whether your Board has come to any conclusion since 
this action took place. 

Mr. Newsom. As a matter of fact, our executive committee just 
came to town this morning. We will be meeting throughout this week, 
and we have not had any opportunity to consider that one at all. 

I am not sure that it is even on the agenda for this week’s meeting. 
I did make reference to that Federal Reserve Board action, as you 
will recall, in my statement. 

Mr. Deane. You made a reference to it, but there is nothing in 
your statement to indicate the position of the Grange. 

Mr. Newsom. Well, we have said that we favor the restoration of 
the authority to the Federal Reserve Board to utilize that sort of 
mechanism. We also said that the fact that they had released those 
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credit restrictions now clearly indicates to me, personally—that was 
a personal statement—that they are probably less concerned with the 
danger of inflation now than they are with the possibility of deflation. 

Mr. Deane. In view of the court’s decision with reference to the 
Capehart amendment, what is your position now, in view of the 
broader interpretation of that amendment? 

Mr. Newsom. Frankly, that interpretation came as a surprise to 
me and the fact that it has been rendered would indicate to me—and I 
haven’t studied this, this is an off-the-cuff answer that I probably 
should not make, but I would like to try to answer the question as 
best I can—it would indicate to me that maybe that amendment ought 
to be studied with the possible view to clarifying its intent. I have 
never thought that it had been intended to operate in that particular 
field. 

I had felt that that amendment, along with certain others that you 
gentlemen passed a year ago, was in all probability dedicated to the 
proposition that somehow or other the direct representatives of the 
people of this country ought to try to protect the businesses and the 
people of this country from roll-backs and what I, for want of a better 
word, in the broadest sense, referred to as a political approach to this 
stabilization problem. 

I am saying to you that for Mr. Murray—and that is the gentleman 
that I was quoting a while ago—to refer to the terrific costs of the 
products of agriculture in this country, in the face of the figures that 
I have just given you, in the way he did, is to take a political approach, 
and to say just as a former Director of the Office of Stabilization said, 
that the only way in which we can effect any wage stabilization at all 
is to freeze farm prices. 

And I am saying that I think this policy of a rigid price freeze, on 
the one hand, and a retreating wage stabilization policy on the other, 
is probably partially responsible for the fact that OPS now seems to 
be compelled to raise the prices on the products that the consumers 
carry out of the grocery store, at the very time that the farmers are 
putting the basic items that go into that grocery store, there at a 
lower cost. 

Mr. Deane. Mr. Newsom and Mr. Chairman, I think it would be 
very stimulating to have the Grange make a study of the spread 
between the farmer and the consumer. 

Mr. Newsom. I am greatly in favor of that kind of research, un- 
fortunately we have never had the funds to afford it. 

Mr. Deane. That is all. 

The CuarrMan. Mr. Multer. 

Mr. Murer. I will pass for the time being. 

The CuatrMan. Mr. Dollinger. 

Mr. DouirinceEr. | will pass. 

The Cuarrman. Mr. Bolling. 

Mr. Bouuina. I have no questions at this time. 

The CuarrMan. Mr. Fugate? 

Mr. Fueate. Thank you, Mr. Chairman. 

Mr. Newsom, on page 5 of your statement you refer to the increase 
in loans for farm financing. 

Is it not true that with a normal level of activity, [ mean in normal 
times, that you would have now an increase in farm loans both for 
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real estate and for crop and livestock production, because of the in- 
creased costs that have accrued to the operations of a faim? 

Mr. Newsom. That is right. 

Mr. Fucatre. Not much greater than these figures that you have 
set out here? 

Mr. Newsom. Not much greater? 

Mr. Fuearr. No. There would not be a much greater increase, 
because of inflation and the change in the price of the dollar. 

Mr. Newsom. Well, if I understand your question, I would like 
to answer by saying that, in my judgment—and it is largely a matter of 
judgment, inasmuch as we do not have figures to completely prove this 
statement—but in my judgment, the increase in farm indebtedness now 
is only partly explainable by inflation itself. 

It is in larger part attributable to the fact that we now have the 
largest per capita—let me say that the other way—we have the largest 
capital investment in agriculture, on the average, per full time em- 
ployed worker, of any time in our bistory, by a substantial figure, and 
I think, so far as I know, compared to other industry. 

We are exceeded, perhaps, only by the railroads, in the matter of 
capital investment per full-time worker. 

| am saying that the average capital investment for a full-time job, 
in the average industry of this country, runs about $9,000. In agri- 
culture it runs about $16,000. 

Mr. FuGarr. But it takes more dollars to do the same amount 
of work, does it not? 

Mr. Newsom. Exactly. 

Mr. Fucate. For instance, a farmer who bought a hundred steers 
a few years ago and paid a hundred dollars each for them, if he 
owned the same hundred steers today, he would have to pay $300 
each or $30,000, would he not? 

Mr. Newsom. Well, of course, relatively that is true, I think, 
yes, sir. 

Mr. Fucarr. Because you have a 300 percent increase in the cost. 
So he would need $30,000 to put a hundred steers in his feed lot 
whereas a few vears ago he would only need $10,000. 

Mr. Newsom. That is right. 

Mr. Fuaatsr. Across the board that is generally true, is it not? 

Mr. Newsom. That is generally true, we are playing with higher 
stakes, if we may use that parlance. 

Mr. Fuaarr. Yes, sir. Now there is an inherent danger in that 
fact. 

Mr. Newsom. That is right. 

Mr. Fuaarr. Simply because in a period of rapid deflation he 
would be caught with those steers in his lot, or with high-priced land. 

Mr. Newsom. That is right. 

Mr. Fueatre. Now the point I want to make is this: In line with 
what Congressman Patman has said, and with what some of the other 
members have said, | am one who believes that the increased cost of 
money, higher interest rate, is a deterrent to the volume of money, or 
to the use of money. 

In other words, if you raise the interest rate one-half of 1 percent, 
that is going to be a deterrent on the movement of that money from 
lending institutions into hands of borrowers. 

Mr. Newsom. Right. 
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At-least it seems to be evident that it would discourage the use of 
credit to some extent. 

Mr. Fueare. I know that from personal experience because I have 
observed it over the years in my operations as a banker and as a 
farmer. High-priced money means that there is going to be less 
demand for it. 

Mr. Newsom. Right. 

Mr. Fueare. So a little increase in the interest rate is helpful to 
slow down the use and volume of money? 

Mr. Newsom. That is right. 

Mr. Fueare. So [| think it is in line and it is perfectly proper now, 
that we increase the interest rate a little—not enough to discourage 
the use of it, of course—because we have got to produce the food and 
fiber for the American people and for our friends, and it is in the 
interest of the over-all economy to use the fewest dollars possible to 
do the job well. 

Mr. Newsom. Exactly right. That is what we tried to say. 

Mr. Parman. Will you yield, Mr. Fugate? 

Mr. Fuaare. Yes, sir. 

Mr. Parman. I hope I was not misunderstood in what I said about 
the interest rates being no deterrent. I do not mean to say they are 
no deterrent at all. Of course we all know that you can put interest 
rates up so high that people would not borrow money at all. But it 
is not a sufficient deterrent to stop inflation. 

Mr. Fuearer. Not within itself, that is right. 

But it is one of the tools that can be used. 

Mr. Parman. That is the point I was trying to make. 

Mr. Newsom. If we left that inference I am sorry. We tried to 
say that it was simply one of the effective mechanisms available. 

Mr. Parman. Yes, sir. 

Mr. Murer. Mr. Chairman. 

The CHarrman. Mr. Multer. 

Mr. Mutrer. Mr. Newsom, I think this committee was generally 
in agreement with the program that you advocated on behalf of the 
farmers when you came before us, I think, originally, in 1950. 

Mr. Newsom. I was not. 

Mr. Mutrer. Well, somebody on behalf of the Grange. 

Mr. Newsom. Mr. Goss. 

Mr. Mutter. Then in 1951 you presented the program of your 
organization, which I think was consistent with the extension of the 
act, and the committee amendments to the act, at least to a certain 
extent. 

Mr. Newsom. Substantially. 

Mr. Mutter. Generally speaking, the principals as enunciated 
then were in accord with the act and the extension of the act. The 
program that you are advocating here today is that in addition to 
the program advocated in 1951 or is it in lieu of that? 

Mr. Newsom. It is substantially the same program, as I tried to 
say at one place in my prepared statement, where I said that “‘this 
is substantially the same program as we presented to this committee 
last year, with certain changes of emphasis by reason of the changed 
conditions in which we find ourselves today.” 

Mr. Mutrer. I am somewhat confused by some of these economic 
theories and would like to have you try to reconcile them, if you can. 
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The basic law of economics, we are told, is that of supply and 
demand. When the supply is insufficient to meet the demand, prices 
go up. When the supply is in excess of the demand, prices go dow. 

I think you have advocated that the farmer is not getting enough 
and should get more money in order to be able to make a decent 
living in accordance with the standards that we look upon as American 
standards of living. 

At the same time you advocate increased production. 

At the same time you advocate a moderate increase in interest 
rates. 

Well, now, if the farmer has not the wherewithal to buy additional! 
farm equipment, or to buy additional stock or feed or whatever he 
needs for the product that he is raising, or such items that he needs 
and must purchase in order to properly farm, and if the farmer must 
borrow the money, and must get it at an increased rate, to that 
extent at least, even though it has the opposite effect of deterring or 
helping to control inflation—and it does to a certain extent—if he 
cannot get the money with which to increase his production, then he 
cannot increase his production. Is that not so? 

Mr. Newsom. May I say that the difficulty with your approach, 
as I try to analyze it quickly, is that you do not seem to recognize, as 
I think I recognize—and maybe that is a matter of judgment—that 
all farm economic problems are not definitely confined to the business 
of agriculture. They all must, and do have, a definite relationship to 
everybody else’s economic problems in this country. 

We are in a competitive society, and I hope we can maintain some 
semblance of competition in this society of ours, because I do not like 
the alternative. ; 

With that in mind, I urge you to think not just of the interest rates 
that the farmers are going to have to pay, but of the competitive 
situations that will result by a general change in interest rates on 
everybody effective simultaneously. 

Mr. Mutrer. But generally speaking, the farmer pays a much 
higher interest rate than the industrialist or the man in the cities, is 
that not so? 

Mr. Newsom. No, that is not necessarily so. I think certain 
industry does get some money a little cheaper than we can get it 
in agriculture. 

Mr. Mutter. That is because the Government has the entire 
resources of the country behind the loan. 

Mr. Newsom. That is right. 

Mr. Mutrer. And you and I are limited to our own resources. 

Mr. Newsom. Let me just interrupt you long enough to say that 
agricultural income must come by reason of two factors. It must 
come by reason of the labor income of the farmer and his family, and 
it must come, too, by reason of the income on what I choose to refer to 
as his stored labor. 

If he saves a hundred dollars out of his income to add to his capital 
plant, or let us assume he saves $250, as it would now cost him, to add 
a milk cow to his herd, when I think he is entitled to some income 
off of that stored labor, as well as off of his current labor. 

In other words, I think agriculture just as any other business is 
entitled to some income from capital investment. 
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So I am saying that we have no right, in agriculture, to expect 
income off of our capital investment or our stored labor—-and that is 
what it is, for the most part—some of it is borrowed stored labor from 
the other fellow, if we use credit—but at the same time, if we borrow 
it from the other fellow we ought to pay him so he has some income 
from it, and by the same token, we have to reap income from it if we 
are to be able to pay him and presumably make a slight profit over the 
cost of utilizing that credit. 

And so | think one of the mistakes that we are prone to make, Mr. 
Congressman, in thinking of the farm problem, is that we sometimes 
eet over here to divorcing it too far from the general operation of 
pricing structure and of credit mechanism, All in the world that the 
farmers of this country want is a fair relationship with their fellow 
Americans. 

Mr. Murer. I am very happy to hear you express yourself that 
way, because most of the representatives from the cities have been 
expressing themselves just that way on the floor of the House, wheri 
they voted for measures to help the farmer, and I wish that more of the 
farm representatives in the Congress would learn your philosophy 
and give expression to it and vote that way, too. | think the country 
would be much happier, if that happened. The sooner we realize 
that this is one country, and that it has one economy, even though 
it may be broken up into different segments, and that we are all 
working for the same goal, the happier we are going to be and the 
faster we will progress. 

Mr. Newsom. I honestly think that most of our people feel that 
way. They sometimes get into such a seemingly necessarily defensive 
position that they say things that are not too well thought out, 
perhaps. 

Mr. Muurer. You believe that if there is an over-all moderate 
increase in the interest rates, that that will not unduly hurt the 
farmer? 

Mr. Newsom. I believe that thoroughly, because I think we are 
entitled, every one of us, as Americans, to some return on what I 
refer to as our store labor. 

Mr. Mutrer. How much do you think the interest rate should be 
increased? For farmers? Or if you do not want to so limit it, for 
farmers and industrialists. 

Mr. Newsom. I do not find much fault with our current interest 
rate, as you know. We have a great cooperative farm credit structure 
now, in the Farm Credit Administration. We are dedicating a lot of 
our effort—and have been for the last couple of years, or the last 10 
years, I should say—I know most about it for the last 2 years—to 
prospective legislation that will improve the cooperative phase of our 
Farm Credit Administration, put new and increased responsibility on 
ourselves as the partners in that structure. 

We are perfectly willing to rest our faith on a sound structure, and 
we think that this cooperative structure is important, not because we 
want it to provide all of the credit requirements of agriculture, but we 
definitely need it as a gage, and as a governor. 

Mr. Mutter. Let me interrupt you a moment. 

Let us break up the credit with reference to the farmer, in two 
parts. There is the credit the farmer gets from the private bank 
and the credit he gets from the Government. 
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Which of those interest rates do you want increased? Those 
charged by the Government or those charged by the private banker 
or both? 

Mr. Newsom. Again I say to you that I do not want to single 
out any particular one. My reference was to the general interest 
structure. 

Mr. Mutter. Then you think that all should be increased moder- 
ately, without saying how much. You think that in every field where 
interest is charged “for the use of money, it should be increased 
whether by the Government, or by private bankers, and whether 
being loaned to the farmers or to industrialists. 

Mr. Newsom. Permit me to point out that your constant reference 
to increased interest rate here may leave a wrong impression. 

What we had said was that there should be authority, i in the Fed- 
eral Reserve Board—because that is an agency of the Congress, of 
you gentlemen—responsible to you, and it should always be so—— 

Mr. Mutter. I am glad to have you clarify that. Then you do not 
take the position that interest rates should be increased moderately 
or otherwise, but you take the position that the Federal Reserve 
Board or some similar reponsible and responsive agency of Govern- 
ment should be authorized to handle that matter in accordance with 
what the times and circumstances may demand. 

Mr. Newsom. Exactly. 

Mr. Mutter. And we know they change from month to month. 

Mr. Newsom. Exactly, and I certainly thank you for the clarifica- 
tion. It is apparent to me now that we had not made our position 
perfectly clear. 

Mr. Muurer. One other point, Mr. Newsom. You referred to 
the fact, in your statement, that OPS is constantly seeking to lower 
the ceiling. 

I wonder if you would not agree with me that what OPS is doing 
is trying to follow the law as laid down for OPS, and OPS is only one 
of the several emergency agencies set up by the law, and their job 
is to stabilize prices, and in stabilizing prices sometimes you will 
grant an increase and sometimes you will try to roll back if the man or 
industry is getting an undue, or extortionate profit. You took a 
position against extortionate war profits. I think you still do, is 
that not right? 

Mr. Newsom. Right. 

Mr. Mutter. You would not criticize the OPS in that area, if they 
try to roll back prices, within the limits allowed by law, would you? 

Mr. Newsom. Basically, I would like to be able to agree with you 
without qualification. I cannot do it, for the simple reason that time 
after time in that agency I have run onto evidence like the one that I 
referred to a moment ago, that they refuse to take responsibility for 
the full effect of decisions that they are about to make, and sometimes 
do make. 

Mr. Mutter. I can understand your being quite dissatisfied with 
them taking the position that “In this case, we are going to fix the 
price at this sum, or roll it back, or increase it only so much, and if 
that is going to be a deterrent to ' production that is not our function, 
that is the function of another agency. We have got to do what we 
are supposed to do.” I can understand your dissatisfaction with that 
position but at the same time I think if OPS went beyond that they 
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would be severely criticized for trying to do what another agency of 
Government should be doing. 

Mr. Newsom. On the other side of the ledger let me again call 
your attention to my own situation with respect to a tomato contract 
with the Morgan Packing Co. 

For reasons that are good, that packing company made a contract 
with me to produce tomatoes at a price slightly above last year’s price. 
Now they find that they will not be able to adjust the price, insofar 
as OPS is concerned, until they may have operated at that cost for a 
long enough period of time—and I do not know the length of the time 
required—to prove to OPS that they are operating at a loss, in which 
case, a representative of OPS assures me that anytime some processor 
comes in here and proves to them that they are operating at a loss, 
they will act to correct the situation. 

Now that is a double-barreled story that I want you to get the full 
significance of. 

First of all, it indicates to me that they are not complying with 
what I think your intent, in the Congress, was, in saying that no 
ceiling price should be imposed that would reflect a price less than the 
minimum price you had established on agricultural products, in the 
hands of the basic producers. 

I think they are ignoring that provision of-your act of last year, 
and I think they should be called to task for it. We have tried to do 
it but I think we are going to have to depend on you gentlemen to do 
it effectively. 

Mr. Mutter. Did you present the facts in that matter to our 
watchdog committee, the joint committee appointed pursuant to the 
law, which is supposed to take cognizance of those matters? 

Mr. Newsom. We have presented them to the chairman of that 
committee. J do not know whether they have been discussed by 
the committee. Very frankly, and perhaps I should not mention 
this because I am not completely familiar with it—but I have not 
seen enough evidence to satisfy me of activity on the part of that 
watchdog committee. It may be that the evidence is there, and that 
I just have not seen it. 

Mr. Mutter. I am not a member of the committee, but I assure 
you they are working very hard at the job. 

Mr. Newsom. Well, I hope so. 

The other point that I want to make is that it may be necessary to 
follow that kind of a policy in connection with a temporary stabiliza- 
tion or price-fixing program, but I want you to recognize the danger 
that exists in this philosophy of making any adjustment that seems 
to be required by reason of a given concern reporting a loss, 

Presumably that statement has been made without any reference 
to efficiencies that may be involved. In other words, I am saying 
that, here again, is an illustration of how we destroy or lose, the value 
of the basic operation of our competitive structure, to stimulate 
efficiency, and provide the consumers with the finest possible product 
at the lowest possible cost, without any more than just a simple 
analysis as to whether or not that particular packing company 
operates at a loss, they get an adjustment in ceilings, regardless of 
anything else. And that is fundamentally unsound. It is the type 
of thing that I say we may have to face temporarily, but it is another 
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¢>mpelling reason for getting rid of this whole thing at the very earliest 
opportunity consistent with the country’s welfare. 

Mr. Mutter. Mr. Newsom, just one other thing. 

I was pleased to hear both’ you and Mr. Patman agree upon the 
necessity for keeping the small farmer on the farm and keeping him 
operating. 

I am not against big business as such, nor am I against the big 
farmer as such, but I do think that it is the small farmer and the 
small-business man that will keep the free competitive enterprise 

system going in this country. 

Has your organization ever made a compilation of figures of the 
subsidy payments that have been made to determine who gets them? 
In other words, we have heard, from time to time, that the small 
fellow does not even bother to go in and apply for his subsidy pay- 
ment, there is so little for him and that all the subsidy payments are 
made in very large sums to very large farmers or farm groups. 

Have you any figures on that? 

Mr. Newsom. Only general figures, sir. There are other people 
that are much better qualified to give you the breakdown that you 
want than we are. 

1 would say that the question as you phrased it is probably phrased 
on an inaccurate understanding of the situation. 

Again I say, Mr. Chairman, I do not know how much liberty you 
want me to take in getting away from the subject of this particular 
bill. If vou want us to go into a fuller answer to that particular 
question, we will be glad to do it. 

Mr. Mutrer. I think this directly concerns this bill and its opera- 
tion, and what should be done to correct its operation if there be any 
inequities. I am not making the charge that there are. If you could 
shed any light on the subject, we would be very happy to have the 
information you have on that score. 

Mr. Newsom. Well, this whole subsidy field is so broad that I 
think if we are to cover, even today, we will have to restrict it, and I 
am about to assume that you are talking about the so-called conserva- 
tion payments, or ACP payments. Is that the particular subsidy 
you have in mind? 

Mr. Murer. That is part of the picture, yes, sir. Suppose you tell 
us about that. 

Mr. Newsom. Well, frankly, I could tell you most completely by 
mailing vou a copy of ‘the statement as I have indicated that I would 
mail to Congressman Patman. 

The Cuatrman. I do not believe we can consider that in the hear- 
ings on this bill. 

Mr. Mutrtzr. Well, suppose you mail me a copy of that statement, 
and cover the subject in that way. If you get it to me before we close 
our hearings, and if I think it is pertinent, I will ask permission to 
have it added to the record. 

Mr. Newsom. We will do it. 

Mr. Mutrer. Thank you, Mr. Newsom. 

Mr. CuarrmMan. Mr. Newsom, I represent a district that is half 
industrial and half agricultural. Part of my district is highly organ- 
ized and highly unionized and the other part is a purely agricultural 
district. 
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The people go to the grocery store and they pay exorbitant prices for 
farm products, they immediately say that the farmer is getting too 
much. 

I think it would be very enlightening and very fine for your organi- 
zation to discover just where the profits go. I believe it 1s absolutely 
essential that the farmer and the industrialists be on friendly terms, 
that one will have an interest in the other. 

I know that unless a laborer does not get a fair wage for his labor, 
he cannot pay a fair price for your products. I regret to see the mani- 
festation of that feeling about food prices. Sometimes we see it in our 
intercourse with people, and often we see it in the Congress of the 
United States. I think it is hurtful to both interests, and I think it 
would be very desirable if you could show just what the farmer gets 
and where the rest of those profits go. We speak today of a middle- 
man. There is not one middleman. There is the processor, the 
wholesaler and the retailer, and they all take their profit, and when it 
comes to purchasing groceries at the corner grocery store, and the price 
is high, usually the farmer is the fellow who is criticized. I think a 
little information along that line, for the public, would be highly 
desirable. 

Mr. Newsom. I agree with you, Mr. Chairman, but let me again 
try to emphasize what I attempted to say a moment ago. 

This rising living standard which we have in this country, all of 
which is highly desirable from our standpoint as producers, as well 
as consumers, is one that involves a rather comprehensive service 
mechanism. 

Almost evervthing that we have done, by way of Government 
controls or operations, in recent vears, has to large extent increased 
the cost of most of those operations. There is only one place to 
recover that cost within the framework of our kind of economy, and 
that is out of us as consumers. Or perhaps a combination, within due 
bounds, I hope, of, out of us as consumers on the one hand, and as 
taxpayers on the other. 

Now of course, | think it is completely obvious that our position 
presumes that it is highly desirable that we keep the cost on ourselves 
as consumers, to a large extent, and only permit it to be assessed on 
ourselves as taxpayers in case of dire emergency or in case of necessity. 

That general statement, then, can be applied to the whole field of 
distribution, the whole field of transportation, all of which is involved 
in this gap between the 30 cents a dozen for eggs that I get on my 
farm in Indiana, and the 90 cents per dozen for eggs that Mrs. Newsom 
pays to the delivery boy in Takoma Park. 

Those services are services that are demanded by the American 
consumer, and they cost money. Frankly, I do not know of very 
many people that are becoming millionaires in the process of han- 
dling eggs, and yet, to me, as a farm producer, that 60-cent spread looks 
awfully big. It is big. 

And I think we ought to seek to close that gap, not by legislative 
fiat, but by improvement of our total efficiency in the handling and 
transportation of goods. 

I am saying again, that I think this gap is being magnified out of 
all proportion by a lot of people. I do not mean to infer that you 
have unnecessarily magnified it, and neither do I mean to infer that 
it is not important. We must know the story, and unless we know 
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the facts of the case, we just cannot make any intelligent decision 
or approach to it. 

I accept your challenge to analyze the situation as best we can, 
But I do not want anybody to assume that a mere analysis is going 
to indicate any short cut to elimination of it, because the wage 
earners that are in that business, the business people that are in that 
business of distribution of the products of agriculture—and_ they 
have no value on the farm or in the feed lot, they only have value 
when we put them in the hands of our would-be consumers—I am 
trying to say to you that we must not get too enthusiastic about the 
prospect of cutting a lot of that out, and I remind you, from the 
figures that I gave you awhile ago, that there probably is not too 
much work with it, except that we have been confused by the change 
in the size of the price tag on that pound of steak without giving 
honest consideration to what is involved in that change of price tag. 

The CuarrMan. I did not think you could cut it out immediately. 
But I think it would be desirable to show just where it existed. 

Mr. Wolcott? 

Mr. Woxcorr. I have no questions. 

The CuarrMan. If there are no further questions, that concludes 
the testimony. We are glad to have your views. 

We will recess to meet at 2 o’clock this afternoon. 

(Whereupon, at 12:11 p. m., the committee recessed, to recon- 
vene at 2 p. m., the same day.) 


AFTERNOON SESSION 


(The committee met, pursuant to its recess, at 2 p.m. Present: 
Messrs. Spence (presiding), Brown, Multer, Deane, McKinnon, 
Dollinger, Bolling, Fugate, Wolcott, Talle, Cole, Nicholson, and 
McDonough.) 

The Cuarrman. The committee will be in order. 

We have with us this afternoon, as our first witness, Mr. Kline, of 
the American Farm Bureau Federation. 

Mr. Kurne. Mr. Chairman, and members of the committee. 

The CuatrMaAn. You may proceed, Mr. Kline. 


STATEMENT OF ALLAN B. KLINE, PRESIDENT, AMERICAN FARM 
BUREAU FEDERATION 


Mr. Kure. The American Farm Bureau Federation—a voluntary, 
general farm organization, composed of 1,452,210 families in 47 States 
and Puerto Rico—appreciates the opportunity to participate in these 
hearings on legislative proposals to extend the Defense Production 
Act of 1950, as amended. 

This statement is based on a resolution adopted by elected voting 
delegates from our member States at our annual meeting last Decem- 
ber. It is a carefully considered statement of the position of the 
American Farm Bureau Federation, and, in its essential details, is a 
position we have consistently maintained since the Defense Production 
Act of 1950 was first proposed to the Congress. 

The complete resolution is as follows: 


















il 


ee ot 


—e lu elle ee lee 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 641 


Economic Ponicies ror MositizATion 


The adoption of sound national policies in a democracy depends upon public 
understanding of the need of the times. The situation now facing the United 
States calls for clear thinking, for it is unparalleled in our history. Our military 
forces are engaged with an enemy, but we are not in an all-out war. Without 
question, Our major national objective is to avoid the outbreak of a third world 
war and to build up our national military and economic strength as rapidly as 
possible so that we will be able to win if such a war proves unavoidable. We must 
be ready for any eventuality until peace is assured. This means that we face a 
mobilization period of indetinite duration. It means that we need national policies 
which not only will meet present needs, but which will be policies under which the 
American system can operate effectively over a long period of time. It means 
that we must decide how much of our resources we need to devote to the building 
of friendship in the world as well as the building of defenses against a constant 
military threat, then carry the program forward on an enduring basis as long as 
may be necessary. 

Defense production 

Our greatest source of strength is the productive ability which we have de- 
veloped as a direct result of a “free choice’? system that emphasizes. individual 
incentive and reward based on the service rendered. 

Economic mobilization is no less important than military expansion. In addi- 
tion to providing for direct military requirements, it is equally important that we 
build our basic productive capacity to new and higher levels. We can and must 
increase our production by building on the techniques which have created our 
present ability to outproduce the rest of the world. We cannot maintain a satis- 
factory level of production if we strangle our economy with unnecessary Govern- 
ment controls. We recognize that in the present situation the Government must 
be allowed to exercise certain powers not necessary or appropriate under more 
normal conditions. We agree, for example, that there must be authority for 
allocations and priorities so that scarce materials can be directed to the most 
urgent uses. At the same time we are convinced that in a situation which may 
prove to be of long duration, we will increase our national strength faster, and 
serve the long-run interests of the American people better, if we minimize Govern- 
ment interference with the things that have made our economic system the most 
efficient in the world. Where such interferences are provided, termination should 
be clearly set out in the same law. 

We do not favor extending allocation and rationing programs to consumer 
goods. A free market can accomplish this far more effectively than regulated 
distribution. 

The present status of organization for national defense production fails to take 
advantage of lessons learned during World War II. This should be promptly 
corrected. During this period of mobilization, which at any time might change 
to full-scale war, adequate stockpiles of critical materials, such as copper, should 
be built up without delay. In the interest of accomplishing a rapid expansion 
in our basic economic strength and to provide for stockpiles, more drastic cuts 
must be made in less essential and luxury production even at the expense of 
temporary unemployment in isolated cases. 

We strongly endorse the current efforts to expand the production of railroad 
equipment to provide more adequately for the growing transportation require- 
ments of our expanding economy. 

The production of sufficient supplies of food and fiber and the maintenance of 
reserve stock of such commodities is a fundamental part of our national effort 
and a basic element of military preparedness. American farmers have demon- 
strated their ability to produce in times of need. Farm output already has been 
increased substantially to meet the increased demands of a mobilizing economy. 
We are confident that we can continue to supply the Nation with ample supplies 
of food and fiber if we are given full information as to the production desired 
and if production essentials are made available. In the firm belief that we can 
achieve the greatest production if Government controls are held to a minimum, 
we insist that we be given an opportunity to demonstrate our productive ability 
without being hampered by controls. 

Inflation control 


World economies today are tied to the American dollar. Inflation continues 
to threaten its value. Unless effective countermeasures are taken, this threat 
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will increase as the progress of the defense program increases Government speii- 
ing from appropriations already made and simultaneously reduces the supply of 
goods available to consumers. 

Recognizing that the successful operation of a “free choice’? system depends 
upon the use of money, we reaffirm and reemphasize our recommendations for t |}, 
adoption of a sound program that will really control inflation. 

The fundamental points of a sound anti-inflation program are as follows: 

(1) Most important of all, we must pay the bill. There is no possibility of 
avoiding inflation if we fail to balance the Federal budget and keep it balanced 
for the duration of the defense program. Government spending must be paid for 
either by taxes or by inflation. We prefer to pay it with taxes. It is apparent, 
however, that the problem of balancing the budget requires a dual approach. 
Taxes cannot be raised sufficiently to cover unlimited appropriations. We must 
continue to pay high taxes, but we also must bring Government expenditures 
under control. To this end we insist that the legislative and executive branches 
of the Government cooperate on a program of reducing Government spending 
to the level necessary to balance the budget without any substantial further 
increases in our already heavy tax burden. 

At this peint I should like to make the point that the most accurate measure 
of the transfer cf income from the citizens to the Government is not what is 
called taxes, but is Federal expenditures—that part of the Federal expenditures 
in any given year which is ccllected through taxes, we can understand more 
asily. The part which is over and above the collection of taxes is merely take: 
out of the value of money—the Government going out and competing in the 
economy with what is essentially an addition to the money supply—new money. 
And this purchasing ability is transferred to the Federal Government by reducing 
the value cf all dellar income during the year, whether it be dividends or salaries 
or wages or whether it be the returns from the sales of farm commodities. It 
reduces the value of all such dollar assets, as insurance policies, demand and time 
deposits, bonds, and so forth. 

This is the whole proposition of reducing the value of money itself, and the 
transfer cf Federal deficits in this setting, and there arises the transfer of income 
from the people to the Government, because of a net deficit and that is accom- 
plished by reducing the value of money, which dilutes the money supply without 
any comparable increase in goods and services available, and achieves, of course 
a lower-priced dollar. 

We are confident that this can be done without impairing the national interest. 
Indeed, sound fiscal policies will greatly add to our national strength. 

Nonessential Federal expenditures must be eliminated; all expenditures must 
be reduced to the minimum necessary for the national interest; economy and 
efficiency must be achieved throughout the Government. 

Groups opposing the elimination of nonessential Federal expenditures must 
realize that failure to bring Federal expenditures under control may force Congress 
to take the undesirable step of enacting a Federal sales tax. 

No Government expenditure should be exempt from scrutiny by both Congress 
and the administration to determine whether it can be reduced or eliminated 
without impairing an essential Government function. With military expenditures 
constituting the major part of the Federal budget, it is urgent that every effort be 
made to get the most out of the money appropriated for defense. 

Costly new programs should be deferred except where immediate action is 
essential for the national defense. Now, during a period of high employment 
and scarcities of many essential materials, is not the time to add new services or 
construct works which can be deferred. 

(2) We must meet increased demand with increased production wherever 
possible. To do this, we must increase our efficiency, enhance the opportunity 
of individuals to be productive, avoid work stoppages, and increase the length 
of the work week where manpower is a limiting factor. 

(3) We must restrain the expansion of credit and follow policies which will 
encourage the use of available credit to increase production rather than consump- 
tion. Judiciously applied, selective credit controls can help; but, measures to 
restrain the over-all expansion of money and credit must also be emphasized. 
The policies followed by the Federal Reserve System are of major importance in 
this field and should be geared toward the objective of creating a more stable 
price level. 

The Federal Reserve’s authority to vary member bank reserve requirements 
should be increased. If the inflation threat continues, and conditions warrant, 
reserve requirements for banks should be raised. 
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Federal Reserve purchases of Government securities provide the basis for 
credit expansion by creating bank reserves. We insist that the Federal Reserve 
System operating through the regularly set up open-market committee discharge 
its statutory responsibilities by relating its purchases and sales of Government 
securities to the Nation’s need for money and credit instead of ‘pegging’? the 
market to hold down the interest cost of the national debt. The present inde- 
pendent status of the Federal Reserve Board must be maintained. 

The policies of Government agencies which make or guarantee loans must be 
coordinated with over-all credit policies so that these agencies will not be able 
to make loans which Federal policies prevent private lenders from making. 

(4) We must have a sound management of the national debt. Government 
borrowing from banks creates new money, while borrowing from nonbank investors 
does not. It is therefore important that we continue to stress the sale of Govern- 
ment bonds to individuals and other nonbank investors, and take steps to prevent 
a further shift of the non-bank-held Federal debt to the banking system. 

(5) We must encourage increased private saving, particularly as increasing 
defense production reduces the supply of goods available to consumers. 

The establishment of confidence that inflation is going to be curbed is a pre- 
requisite to a successful voluntary savings program. Citizens want assurance 
that the value of their savings in cash, bank accounts, Government bonds, or 
insurance is not going to be impaired by inflation. 

All of the above points are important to a sound anti-inflation program. Each 
supplements the other and makes ifs own contribution to a coordinated prograin. 

Price and wage controls have no place in this coordinated attack on the inflation 
problem. As a matter of fact, price and wage controls impede the control of 
inflation by diverting attention from the fundamental requirements of a sound 
program. By wasting manpower, creating confusion, and disrupting business 
procedures and relationships, ceilings regulations are making the job of getting 
necessary production vastly more difficult. 

When the Government holds prices below their natural level, the Government 
must decide how much is to be produced and how it is to be distributed. This 
leads to subsidies to stimulate production, rationing to spread the shortage, or 
both. It also leads to black markets and a decline in public repsect for law. 

We reaffirm our conviction that price and wage controls are undesirable and 
contrary to the public interest in the present situation, when our foremost national 
poliey is to mobilize our military and economic strength for an indefinite period 
with the objective of preventing a third world war. We will continue to exert 
every effort to bring about the earliest possible termination of these unsound 
controls and the adoption of a sound program which will really control inflation, 


Along with many other countries, the United States has been going 
through an inflationary period of extended duration. Such a period 
creates many serious imbalances and dislocations. These, in turn, 
make an economy vulnerable to deflation. Some other countries have 
tried to avoid the serious consequences of deflation by continuing to 
inflate. The trouble with this approach is that it destroys the value 
of money, eliminates the middle class, and forces the adoption of 
political controls over the individual which are entirely inconsistent 
with the American way of life. Unless we can stop inflation now by 
correcting the policies which are causing it, we must face the prospect 
continued inflation or an eventual deflation. Either event has far- 
reaching implications of most serious nature. We can and must bring 
inflation under control, but we can only do so by policies which will 
prevent the supply of money people want to spend for goods from 
rising more rapidly than the supply of goods available for purchase. 

The basic causes of our inflation evehlarh lie in (1) the fact that in 
World War II, and again in the present defense program, we have 
found it necessary to divert substantial parts of our resources into 
consumption for production for defense, and (2) the fiscal and mone- 
tary policies which we have been following. We created inflation 
during World War II when we threw our resources into the war effort, 
unbalanced the Federal budget, and paid a considerable part of the 
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bill by selling bonds to the banking system—a process which not only 
adds to the money supply as directly as if new money were printed, 
but also provides a basis for the expansion of credit since banks can 
obtain reserves by shifting bonds to the Federal Reserve System, 
While the fighting lasted, the inflation of our money supply was par- 
tially concealed by price controls, rationing, the unavailability of 
goods, and increased savings. After the war, controls were removed 
and we went back to a free choice system. It proved to be produc- 
tive. Of course, prices rose as people began to use the dollars that 
had been added to the money supply by the inflationary policies of 
the war period, but the alternative would have been a continuation of 
controls which would have hampered production and prevented the 
operation of a free choice system. 

Titles IV and V, which are the price and wage control provisions of 
the Defense Production Act, were written into law in a period of un- 
certainty, near hysteria, and scare buying which followed the out- 
break of the Korean conflict. 

The inflationary rise in the general price level which followed Korea 
was almost entirely the result of two factors—one of which was aggra- 
vated by the enactment of legislative authority for price and wage 
controls. These factors were: 

1. Inflation psychology, which developed as a result of statements 
irresponsible and otherwise, from Washington and elsewhere on the 
magnitude and ultimate cost of the defense program, doubts that 
taxes would be raised sufficiently to pay the bill, controversy over 
the need for price and wage controls which suggested that prices were 
going to “run away,” and the rumors which preceded the actual impo- 
sition of controls. Quite reasonably, many people became convinced 
that money was going to be cheap and goods scarce, so they rushed 
out to get things done while they could. New wage contracts were 
negotiated, because employees wanted to improve their position before 
the ‘‘wage freeze’’ and employers wanted to strengthen their ability 
to hold workers in the event a manpower shortage developed. Stocks 
of goods were built up all the way from the manufacturer to the con- 
sumer as a protection against hoarding and expected scarcities. 

2. Cheap money policies: We not only stimulated the buying of 
all kinds of goods; we also followed monetary policies which made it 
certain that the banks would be able to meet the resulting increase in 
the demand for bank credit. As a result of the Treasury’s insistence 
that interest rates be kept low to keep down the cost of carrying the 
Government debt, the Federal Reserve System increased its holdings 
of Government securities about $2.4 billion between June 1950 and 
the end of the year. This increased bank reserves and made it pos- 
sible for the banks to increase their loans and deposits, with the result 
that the supply of money went up about $7.4 billion in the last half 
of 1950. 

We stimulated demand by causing people to think that money was 
going to get cheap; then we increased the supply of money. Is it 
surprising that prices went up? 

The inflation, which had already taken place before price ceilings 
were instituted, and confusion as to the cause of this inflation, brought 
about a 1-year extension of titles TV and V in the Defense Production 
Act Amendments of 1951. When inflationary pressures eased, and 
many prices fell below OPS ceilings in the last half of 1951, many 
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eople erroneously jumped to the conclusion that this situation was 
a result of the operation of price and wage controls; however, the im- 
portant factors which acted to check the rise of prices last year were a 
phenomenal output of goods and services; a realization on the part of 
the people that shortages were not as imminent as had been expected ; 
increased taxes and a Government surplus in the 1951 fiscal year; 
increased personal savings; and last, but not least, a general tightening 
of money and credit which followed when the Federal Reserve System 
stopped “pegging” the Government bond market last spring. 

Price and wage controls are not a cure for inflation. They are a 
smoke screen which actually makes the job of controlling inflation 
more diffieult (1) by concealing from the people the fact that inflation 
is destroying the purchasing power of their money; (2) by interfering 
with production; and (3) by diverting attention from the things that 
must be done if we really want to control inflation, 

Here let us note that many of those who are the most insistent that 
price and wage controls be continued, are equally vocal in support of 
propositions which would lead to inflation. It certainly is inconsistent 
to be for “inflation control’ but against the effective control of Federal 
expenditures necessary to achieve a balanced budget; against selective 
credit controls; and against authority for the type of policies the 
Treasury end Federal Reserve Svstem must follow to m nimize the 
inflationary potential of the national debt. 

Political controls are a clumsy and inefficient substitute for the 
automatic functioning of a free economy. The attendant evils of 
price and wage controls are many and inescapable. Reduced pro- 
duction, less efficient processing and distribution, poorer quality 
products, black markets, rationing, proposals for subsidies in lieu of 
prices and expanded controls of every sort, are natural consequences. 

f there ever was any doubt as to the difficulties which inevitably 
result from a politically controlled economy as against an economy 
based on our traditional concepts, the present steel controversy proves 
that these difficulties are both real and serious. It should also be 
clear by now that Government efforts to take over responsibility for 
private arrangements such as prices, wages, and working conditions 
have far-reaching implications with regard to the private ownership 
of property. The steel seizure is a case in point. 

By creating confusion, disrupting normal business procedures and 
relationships, ceiling regulations make the job of getting production 
vastly more difficult. This situation grows steadily worse as the 
number of regulations multiplies. Each step down this road increases 
Government controls over the actions of the individual and brings 
us closer to the complete regimentation of our entire economy. It 
has been estimated that there are 9,000,000 different prices in our 
economy. The complex nature of market prices, particularly in 
agriculture, is illustrated by the fact that there are over 400 recog- 
nized official qualities of raw cotton, each of which represents a 
different combination of grade and staple. In addition, different 
lots of cotton consisting of identical combinations of grade and staple 
may vary significantly in value because of differences in such factors 
as tensile strength, uniformity, variety, moisture content, maturity, 
and fiber diameter. The task of fixing ceilings on cotton is further 
complicated by the fact that the thousands of individuals and firms 
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who buy and sell this commodity apply varying methods and stand- 
ards in determining the value of the individual bale. 

It is an obvious impossibility for any group of men to fix 9,000,199 
different prices and keep them in a proper relationship to each other, 
Even if the administrators were smart enough to determine proper 
relationships between so many prices, they couldn’t change their 
regulations fast enough to keep up with changing economic condi- 
tions. A free market does this tremendous job automatically. 

Continued price control will lead to a breakdown of respect for the 
law, and a consequent breakdown in public morality. Price controls 
create an opportunity for the unscrupulous to make money by violating 
price ceiling regulations with only a slight possibility of getting caught. 
They establish a premium for dishonesty and violation of law. They 
create cynicism with respect to law. An economic base for the 
support of a new criminal group in our population is created. The 
disrespect for law created by price controls and related measures 
inevitably will result in the deterioration of the moral stamina of all 
citizens. Price controls continued for any significant period of time 
thus breakdown those ideals and concepts which are basic to a Chris- 
tian democracy. 

Black markets and maldistribution are an inevitable consequence 
of price control. In the case of meat, this can mean the loss of valuable 
byproducts, including raw materials for leather and lifesaving medi- 
cines. Also in the case of meat, controls can result in health hazards, 
due to the fact that black-market operators may follow unsanitary 
practices in uninspected operations. 

Although meat production is currently at a high level, there is 
already evidence that controls are discouraging livestock production. 
Continuation of price ceilings eventually will cause meat to be very 
scarce at regular meat counters. With most major meat items selling 
below OPS ceilings, it is obvious that these controls are not benefiting 
consumers, but they are imposing numerous hardships on the livestock 
and meat industry. Even though meat prices are below the ceilings, 
the trade must still observe burdensome cutting regulations which 
greatly restrict its ability to merchandise its products and give the 
consumers what they want. Other industries can bring out new 
models, but the meat trade cannot cut meat the way it did before price 
controls were imposed, or change its methods to meet changes in the 
market situation. 

It is totally unrealistic to discuss price control without pointing out 
that any successful effort to depress prices below the free market level 
will inevitably lead to shortages. and rationing. Whenever we 
decide not to use prices to distribute goods, some sort of rationing is 
inevitable. We must either ration by Government regulation, by 
voluntary action of sellers, or by a mad scramble in which each 
customer tries to get there first. The fact that it has not yet been 
necessary to institute consumer rationing is definite evidence that 
price controls have had very little effect on consumer prices. In the 
few cases, for example, soybean meal, where OPS has forced prices 
substantially below their natural level, severe artificial shortages and 
dislocations have appeared. 

The difficulties which many packers—particularly some of the 
lower cost operators—had in obtaining cattle while beef prices were 
pressing against the ceilings are a dramatic illustration of the dis- 
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ruptive effects price controls cause when they actually force prices 
below their natural level. Slaughter quotas have been advocated as a 
cure for some of the disruptions caused by price controls, but experi- 
ence has demonstrated that such controls only create further dis- 
ruptions. 

Controls waste manpower—our scarcest resource—not only in the 
Government where millions of man-hours must be spent on the 
unproductive job of writing regulations and the impossible job of 
enforcing them, but at every level of industry where people subject 
to regulations must try to interpret and comply with them. 

In time, price controls lead to subsidies, because special incentives 
become necessary to get needed production. Subsidies increase 
Government costs in a period when the Federal budget is already 
inflated. They conceal the true cost of an item and give the public 
an unrealistic idea of its worth. Costs become fixed at one leve! and 
prices at another and relatively lower level, with the result that it 
becomes very difficult to go back to a free market. Subsidies aggravate 
inflation by increasing the Government deficit if the Government is 
not balancing the budget and by increasing the purchasing power 
available to the public for the purchase of other items. 

Leading proponents of price and wage controls have told us that 
if we will use this economic narcotic for 2 years, we will then be able 
to put it aside and return to a free economy. There is nothing in 
the picture to indicate that this is so. 

Ceilings have already been in effect for a year and we are now 
told that Congress should grant a 2-year extension of the control 
authority. If we use controls to suppress prices, and then go ahead 
and inflate by unbalancing the Federal budget and following wrong 
fiscal policies and then go ahead and inflate by unbalancing the 
Federal budget. And following wrong fiscal and monetary policies, 
it will become progressively more difficult to remove controls. We 
might even follow this road so far as to make it politically impossible 
to go back to a free-choice system. In the interest of getting the 
production we need for defense and of preserving our freedom at 
home, we must drop the pretense that price and wage ceilings can 
control inflation and concentrate on measures which really can do 
the job. 

There will never be a better time than now to drop these unwork- 
able controls. The inflation psychology, which followed the outbreak 
of hostilities in Korea, has subsided. The Federal Reserve System 
has put a brake on expansion of the money supply by discontinuing 
its previous policy of pegging the Government securities market. 
The Nation as a whole has demonstrated the fact that we have a far 
greater capacity to expand national production than anyone dared to 
predict in June 1950; however, there is already substantial evidence 
that price and wage controls are beginning to interfere with our 
ability to maintain a high level of production. 

The most important step remaining is for Congress to control 
appropriations and restrain the expenditures of the Federal Govern- 
ment so as to bring the budget into balance—at least on a cash con- 
solidated basis. 

This task will be difficult, but it can and must be done. The 
American Farm Bureau Federation favors a pay-as-we-go policy, 
but if we are to pay the bill through taxes, we must have the courage 
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to make the hard decisions necessary to get a bill we can pay. Here 
let us note that the emphasis must be on restraining expenditures 
rather than increasing taxes because we are near, and possibly at, 
the level of diminishing returns with present tax rates. Let us note, 
also, that if the bill is not paid with taxes, it will be paid with inflation, 
The real cost of defense expenditures occurs when labor and materials 
are diverted from civilian uses to military uses. As the Government 
spends money, the bill must be paid either by taxes or with deficit 
financing. This latter creates new money. It is, in effect, an in- 
sidious and inequitable tax on every person’s income and on all such 
savings as cash, banks accounts, bonds, pension funds, and insurance. 

We would also like to testify relative to section 104 of the Defense 

Production Act of 1950, as amended. We urge that section 104 be 
eliminated. We firmly believe that the provisions of Public Law 50, 
Eighty-second Congress, together with section 22 of the Agricultura] 
Adjustment Act, properly administered, give adequate protection to 
producers of agricultural commodities from excessive imports. A 
prosperous and expanding agriculture in America is dependent on 
high volume of trade. Our exports exceed our imports. The current 
exports of dairy products exceed by about two and one-half times the 
imports. We will insist that the provisions of Public Law 50 and 
section 22 of the Agricultural Adjustment Act be promptly carried 
out by the responsible administrative agencies. The continued threat 
of the Office of Price Stabilization of revising price ceilings downward 
has had a very depressing effect on many segments of our economy. 
An example is the depressed situation existing in the textile industry. 
We do not know the intention of the Price Administrator in this 
regard, but as long as the authority to lower ceilings exists, the effect 
will be the same. 

We will support legislation to provide a 1-year extension of the 
provisions of the Defense Production Act which provide discretionary 
authority for the allocation of scarce materials and for the effective 
contro! of consumer and real-estate credit when necessary. Although 
the need for these controls appears to be greatly reduced under cur- 
rent conditions, we believe it wise to retain authority for their use. 
The chief merit of allocations and credit controls lies in the fact that 
they can be used to restrict demand for scarce items; whereas price 
controls, to the extent they hold prices below their natural level, cause 
people to want to buy more. We will oppose any further extension of 
the authority for price and wage controls. 

We have appended to our statement, Mr. Chairman, a brief dis- 
cussion of certain examples, the first of which is soybean meal, which 
1 am sure has been presented to this committee before. 

The second is with regard to the potato situation, and the third is 
with regard to processed fruits and vegetables. 

The fourth is with regard to cottonseed oil, and the fifth with 
regard to the livestock situation. 

4 would ask that all these be made part of the record. 

The CuarrMan. That may be done. 

(The information referred to is as follows:) 
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APPENDIX 






EXAMPLES OF DETRIMENTAL Errects or Prick CEILINGS ON PRODUCTION AND 
DISTRIBUTION 











3 Price controls are definitely having an adverse effect on the production and 
4 distribution of agricultural commodites such as soybean meal, potatoes, hogs, 
F cottonseed meal, processed fruits and vegetables, ete. 







SOYBEAN MEAL 







Price ceilings on soybean meal are seriously hampering production of poultry, 
dairy, and other livestock products. Feeders of poultry, dairy cattle, and other 
livestock have been unable to get soybean meal in many areas and in many other 
instances have been forced to use an adulterated product, often of inferior value, 
that costs $31 per ton more than the ceiling price fixed by OPS for straight 
soybean meal. In addition to forcing distribution out of normal channels and 
stopping distribution in many areas, OPS is violating the clear intention of the 
law, refusing to adjust prices in a timely manner, and forcing processors out of 
business. 

In the case of potatoes, OPS has “protected” the consumer by so disrupting 
production and distribution that in many stores potatoes are not available to 
he consumer at any price. Likewise, in the case of sovbean meal, OPS has 
“protected” the users of soybean meal so that it is not available. In both cases, 
the publie is paying the bill—-consumers have less of what they want. Regu- 
lations are proving a poor mechanism to produce and distribute what is wanted 
where and when it is wanted. Individuals making their own uncontrolled deci- 
sions through the market do a much better job. 

In the case of soybean meal, the OPS for months maintained a ceiling price of 
$74 per ton on meal even though this ceiling when added to the market price of 
soybean oil would not reflect a price to soybean producers that the law says is 
























fair; namely, parity. After months of serious trouble, OPS finally raised the 
: ceiling price to $81 per ton. However, this price for soybean meal when added 





to the current market for soybean oil will not permit processors to reflect parity 
to soybean producers. OPS continues to allow crushers of soybeans to ‘‘toll’’ 
crush soybeans, which, in conjunetion with the ceiling price on soybean meal, 
causes maldistribution. That agency continues to permit manufacturers to add 
small traces of salt, minerals, corn meal, or limestone and market the product as 
a mixed feed at prices far exceeding the ceiling price for straight soybean meal. 
Thus, the strange result is thaf OPS permits an adulterated product worth mate- 
rially less money to be sold for materially more money because it comes within 
OPS regulations. We believe OPS calls this holding the line. 

The situation has become so bad that the oldest and one of the largest processors 
of soybeans is closing down its plant at Decatur, Ill. The press quotes the A. EF. 
Staley Manufacturing Co. as follows: ‘‘The company has lost money every day 
for the last several months—unrealistie OPS ceilings and restrictions have made 
soybean milling a senseless merry-go-round of losses.’’ The press also says: 
“The company’s process corn milling plant and other installations will continue 
to operate and absorb most of the employees of the soybean plant.’’ On May 8 
the press reports that Spencer Kellogg has reduced soybean processing 20 to 25 
percent at Deeatur, Des Moines, and Bellevue, Ohio due to OPS controls. 
























POTATOES 






Within 1 week after the determination by the Department of Agriculture that 
the farm price of potatoes had reached parity in mid-December 1951, OPS estab- 
lished ceiling prices to be effective on January 19, 1952. Growers whose farm 
prices had averaged only 79 percent of parity from July through December 195! 
were thereby denied an opportunity to secure more than parity during the balance 
of the marketing period. The fact that growers could not receive an average of 
parity for the entire crop is confirmed by a recent BAE estimate that the national 
farm price for the entire 1951 crop was $1.61 per bushel, or approximately 91 
percent of parity. 

The original ceilings were so impossible to operate that they were completely 
revised by OPS before the effective date. In less than 4 months there have been 
eight additional amendments to these regulations which have kept the potato 
industry in a state of constant confusion. Most @6f these amendments have been 
issued after the date when they should have been in effect. 


97026—52—pt. 1——-42 




















650 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Price ceilings have resulted in a complete dislocation of normal distribu 
For example, the crop from the Hastings, Fla., district is estimated as only 6 »or 
cent above 1951, vet shipments by rail and truck through April 30, 1952, were 
4,755 carloads as compared with 1,790 carloads on the same date in 1951. Oy 
April 30 of this year, the last day of the month before ceilings at Florida shipping 
points declined from hase price of $4.39 per hundredweizht for U.S. No. 1 grade 
to $3.60 per hundredweight, the Hastings district shipped 646 carloads in a sinzle 
day, or 13 percent of the April movement. Such irregular shipments obvious! y 
make orderly marketing impossible. 

Ceilings as established have placed no limitation on transportation charges and 
as a result Maine potatoes have been shipped to the Pacific coast for the first tine 
since a similar situation occurred under OPA price ceilings during World War II. 
Western consumers have paid nearly 2 cents per pound for unneeded transporta- 
tion and additional mark-ups which were allowed on the delivered costs of such 
shipments. 

Further dislocation in distribution is evidenced by the OPS statement on May 7 
that ‘it had launched a Nation-wide drive against the black market in potatoes.” 

Much of the progress made during recent years in the improvement of the 
quality of market supplies has been lost because grade differentials established 
by OPS have not been sufficient to justify careful grading. 

While consumers may have secured potatoes cheaper than their economic value 
during recent months it appears likely that they will pay more during the 1952 
season. Growers are so disgusted with the inequities and the operation of the 
price ceiling program that they have indicated to USDA that they intend to plant 
6,000 acres less in 1952 than in 1951. This would be the smallest acreage planted 
since 1867, or in 85 years. The 1951 yield per acre was the second largest on 
record and so there is a probability that the crop in 1952 may be smaller than in 
1951. 

The full responsibility for such a reduced supply must be borne by those respon- 
sible for the ceiling price program of OPS. 3 

If Congress will take definite action to eliminate price controls before June 1 
potato growers will be in position to expand the acreage planted in the late crop 
areas of the Northern and Western States and thus provide a larger total crop for 
the coming fall and winter months. Otherwise, it appears likely that the 1952 
production may be smaller than was the crop in 1951. 


PROCESSED FRUITS AND VEGETABLES 


Profits appear to be the primary factor which OPS will use in determining 
ceiling prices for the 1952 pack of canned and frozen fruits and vegetables. The 
agency has already announced that most 1952 ceilings will be at the same level as 
those of 1951 with adjustments being granted only if the processors of a product 
line can establish that their current profits are below 85 percent of the average 
profits of their group for 3 of the 4 years, 1946-49. Thus adjustments in ceilings 
on processed products will depend upon the profits of processors, even though the 
Defense Production Act provides that growers are entitled to receive legal mini- 
mum prices as determined by the USDA if the canner will agree to pay such 

rices. 

f From a practical standpoint, the policy announced by OPS of continuing 1951 
ceilings into 1952 probably means that processors will offer most growers less for 
1952 crops in order to meet the additional costs incurred for labor, supplies, etc., 
in 1952 rather than to go through the lengthy and uncertain process of applying 
for a ceiling adjustment for the entire product line. Such action would be con- 
trary to the intent of Congress that growers are entitled to receive the legal 
minimum prices which in most instances reflect a parity price. 

OPS has also announced that any processor who has received an adjustment 
under the Capehart amendment will be denied a parity price adjustment unless 
the processor gives up the Capehart adjustment. It is difficult to explain any 
sound regson for this ruling as a Capehart adjustment is limited to costs in- 
curred prior to July 25, 1951, while parity adjustment for this season would be 
limited to the prices paid growers during 1952. 

Many cooperative processing organizations were required to borrow ceilings 
from nearby private processors in 1951. As a result the price which cooperative 
members received was determined by the under-parity ceiling prices of their 
private competitors, rather than in accordance with the law. 

e 
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COTTONSEED OIL 


Cottonseed oil provides another type example of the disruption created in the 
economy by OPS in disregard of the legal limitations placed upon OPS by the 
Congress. 

Under the original price freeze, January 1951, the price ceiling on crude cotton- 
seed oil was 254 cents per pound (valley basis). Several weeks later the ceiling 
was rolled back to 2344 cents per pound in a special oil seed order. On April 22, 
1952, OPS announced a further roll-back to 18 cents per pound effective April 
2x. At the same time, they announced the suspension of the ceiling so long as 
the price of oil was less than 15! cents per pound. When the price reaches this 
level, ceilings will be reimposed at not to exceed 18 cents. 

The present market prices on oil seed products reflect a price for cottonseed 
at the farm of about $55 a ton compared with the minimum ceiling of $90.90 per 
ton established by the formula in the Defense Production Act of 1950, as amended. 

If the price of crude cottonseed oil went up to the prospective ceiling of 18 
cents per pound, and the other products of cottonseed remained at current market 
prices, the equivalent value of cottonseed at the farm level would be $78.39 per 
ton, This is $12.51 less than the minimum level and means that the roll-back 
to 18 eents would hold down prices to farmers below those we believe intended 
by the Congress. 

LIVESTOCK 


Declining prices and increasing costs have created an unprofitable situation for 

livestock feeders. The present level of livestock prices is the result of high pro- 
duction and not the result of anything OPS has done. Although the wholesale 
prices of practically all major meat items are below OPS ceilings, and have been 
for months, the control agency continues to enforce burdensome record-keeping 
requirements on the meat industry and to interfere with the distribution of meat 
by restrictive regulations which prevent the trade from cutting meat so as to give 
the product the greatest amount of consumer appeal in the various markets. 
Other industries can bring out new models of their products to attract customers, 
but the meat trade cannot cut meat the way it did before controls were imposed, 
or change its methods to meet changes and conditions. Farmers have been forced 
to take canner and cutter prices for more valuable commercial grade cows because 
of unrealistic OPS regulations which force packers to sell such beef on a carcass 
basis. 

Lamb feeders have also been severely penalized by regulations of this type. 
In the face of a greatly increased supply of fed lambs, which created a need for a 
change in merchandising methods, OPS brought out a regulation which prohibited 
packers from increasing the percentage of lamb sold as cuts rather than as car- 
casses. This burdensome regulation has been indefinitely suspended, but regula- 
tions prescribing the manner in which carcasses may be cut up have been kept in 
effect. This has resulted in such wasteful practices as the shipping of stew meat 
to areas where there is little or no consumer interest in lamb stew. It denies lamb 
feeders and the meat trade free access to the market demand for their product, 
and reduces the supply of some lamb cuts in markets where such cuts are in demand. 

Meat packing is a disassembly process, and the demand for the different cuts 
varies from market to market and from time to time. We cannot have efficient 
meat distribution unless the trade is free to cut meat so as to offer consumers what 
they most want to buy. 

Pork prices were frozen in January 1951, when hog prices were slightly above 
parity on a seasonally adjusted basis, and slightly below on an unadjusted basis. 
Although the Defense Production Act clearly provides that ceilings shall not be 
established or maintained on any commodity processed or manufactured in whole 
or in substantial part from any agricultural commodity below a price which will 
reflect to producers a price equal to the highest. of certain standards, which is the 
seasonally adjusted parity price in the case of hogs, pork ceilings were not adjusted 
for seasonality and were maintained below the level necessary to reflect seasonally 
adjusted parity prices to farmers throughout the summer and early fall of 1951. 

As a result of abundant supplies, brought about by production plans previously 
made, the prices of many pork cuts fell below the ceiling levels shortly after the 
freeze, but other cuts remained at ceiling levels for several months. Farmers 
were denied free access to the market and were prevented from receiving the full 
benefit of seasonal influences which normally increase prices for the producer who 
markets in the season of light supplies. Any benefit that may have accrued to 
consumers was slight and transitory, but the farmer’s incentive to produce was 
reduced. 
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Hog prices averaged only 76 percent of parity in April. The hog-corn ratio 
(the number of bushels of corn that could be purchased with the price of 100 
pounds of live hogs) was only 10.1 in the north central Tegion in April in com- 
parison with a 1931-50 average of 13.6. 

The unprofitable prices which farmers have received for hogs in recent months 
would be more acceptable from the producer’s standpoint if OPS had not de- 
pressed the price below normal] seasonal levels and below legal seasonal limits last 
summer. The existence of pork ceilings, and the knowledge that OPS has been 
considering action to reduce these ceilings and place ceilings on live hogs, has 
discouraged hog producers. OPS must assume a considerable part of the responsi- 
bility for a sharp reduction in the probable supply of pork for consumers next 
year. 

" Presumably, the Government is interested in the maintenance of an adequat, 
production of meat and the efficient distribution of meat products to consumers. 
Neither objective can be achieved if OPS controls are to be continued in effect, 

Mr. Kutne. I will be happy to answer any questions. 

The CHarrMan. Isn’t the unanimous opinion of your executive 
board that price and wage controls should be lifted immediately? 

Mr. Kurne. It is. 

The CHarreman. Mr. Wolcott. 

Mr. Woxtcorr. Mr. Kline, this is perhaps more of a statement than 
a question. I believe it was Saturday that Mr. Putnam, or someone 
in Government, issued a release to the effect that, because the courts 
had determined that the Capehart amendment should apply to whole- 
salers and retailers, the price of food would inevitably go up. 

That was commented upon editorially, and it was commented upon 
on the radio. The press and radio commentators seemed to take 
for granted that it would naturally follow that prices would go up 
because of the application of the Capehart amendment to the dis- 
tribution and sale of food products. 

I think it is lamentable that that release was ever made. If 
anything has caused an increase in prices, it is the scare-buying 
which resulted from frightening releases on the part of officials in 
Government. 

If a food commodity is selling below ceiling, it doesn’t seem to me 
that it would necessarily follow that if the ceiling is increased its 
price will increase. 

Let’s take as an example a can of beans, If it is selling for 20 
cents, and the ceiling price on that can of beans is 22 cents, it wouldn't 
necessarily follow that price of that can of beans would go up to 25 
cents if the ceiling price on that can of beans was raised to 25 cents. 
were, I believe, 631 food items on the growers’ shelves which were 

We were told by the wholesale grocers the other day that there were, 
I believe, 631 food items on the grocers’ shelves which were selling 
substantially below ceilings. 

Do you want to comment on that? 

Mr. Kune. Yes, sir; I would be happy to comment on that, Mr. 
Wolcott. 

One of the things which has impressed me in observing both this 
country and other countries, in a situation where there is this trend 
towards natéonalization, which is the current international trend in 
all the more advanced countries, is the very great emphasis put by— 
at least some people who wish to nationalize—these are the keen 
people, who know what they are about—and a great many people 
who are simply humanitarians and who, it seems to me, have failed 
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to appreciate the real economic significance of what they propose— 
their emphasis on cheap foods. 

They actually underprice, willfully, food in the economy, with the 
idea that somehow by this means everybody will be well fed. 

But, of course, they have in the back of their mind another proposal 
to come forward. This is the proposal for subsidies in lieu of prices, 
to get the production, plus the vastly expanded governmental proposi- 
tion for putting it into effect. 

With regard to actual prices, there has been so much talk about 
meat, since the raise in prices, that I think it is worth while to put into 
the record what the present situation is; viz., meat prices, and the 
ceilings, especially in the light of the statement vou have brought out. 

The removal of ceilings on meat wouldn’t affect the price of meat 
at the moment. 

Here is the evidence. These are as of May 5, 1952: 

Prime steer, 600 to 800-pound carcasses, 5 percent below ceiling. 

Choice steers, 5 percent. 

Good steers, 9 percent below ceiling. 

Commercial steers, 6 percent below ceiling. 

Commercial cow, 11 percent below ceiling. 

Utility cow, 11 percent below ceiling. 

Dressed calves, one kind, over 1 percent below ceiling. 

Boneless mule meat, 5 percent below ceiling. 

Lamb carcasses, choice, 11 percent below ceiling. 

Pork loins, at ceiling. 

Skinned hams, 8 percent below ceiling. 

Picnics, 20 percent below. 

Boston butts, 19 percent below ceiling. 

Fat backs, 30 percent below ceiling. 

Spare ribs, 10 percent below. 

Tallow prime, 51 percent below ceiling. 

Grease, A, white, 53 percent below ceilings. 

Heavy native steer hides, 54 percent below ceilings. 

Wool, 48 percent below ceilings. 

Mr. Mutter. What prices are those? 

Mr. Kurne. These are wholesale prices, Chicago, May 5, 1952. 

This bears on the statement made that somehow, if you do something 
about these ceilings, these prices will immediately go right up through 
the roof. That is, in my own opinion, a ridiculous statement. 

I think, too, that it adds to the psychology of inflation, and quite 
unnecessarily, and furthermore, it detracts materially from some ap- 
preciation of its accomplishment of getting the kind of production 
that gives you this relationship. 

Mr. Wotcorr. Applying it also to textiles, the testimony the other 
day was that textiles, including raw cotton, were selling 29 percent 
below ceilings. 

Mr. Brown. Yes, sir, those were textiles. 

Mr. Woxtcorr. Twenty-nine percent below ceiling. 

Would an increase in ceiling by OPS necessarily increase the price 
of textiles? 

Mr. Kurne. Only if we created a psychology that money was going 
to get cheap and goods were going to get scarce, and reversed the trend 
toward saving. There has been a lot of saving. 
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Mr. Wotcorr. The psychological effect of a statement by OPS, or 
anyone in Government, to the effect that the housewife would have to 
pay substantially more for food, because the ceilings were raised, 
would only have the effect of resulting in some scare buying, which 
would, of necessity, force prices up, isn’t that a proper conclusion? # 

Mr. Kurne. That is right, excepting that I think the housewife 
doesn’t think that ceiling prices are effective at all, as near as I can 
make out, so that it may be more difficult to create the psychology— 
at least I hope it will—this time. 

Mr. Wotcorr. Now when you couple statements like that, which | 
have just stated, together with the feeling, which is quite general, that 
regardless of how the steel problem is solved, there is going to be an 
increase in the price of steel, and in the price of goods fabricated from 
steel, the Government could very well start scare buying to offset this 
stabilization which we are enjoying today, could it not? 

Mr. Kune. It would certainly go in that direction, yes, sir. 

Mr. Wotcorrt. I think we have a perfect right to be critical of the 
psychological influences of men who, according to their testimony 
here, don’t have but very little knowledge of the fundamental eco- 
nomics of this problem, but who seem to be pretty well versed in 
psychology. We are told that what the Government fears as much 
as anything today is depression. Surely, if they want to offset depres- 
sion, one way to it is to scare the people into the belief that prices 
are going to be higher in consequence of some action taken by the 
Government. 

Do you know of what food supplies, what agricultural commodities, 
are in short supply at the present time? 

Mr. Kune. Well, there is a very excellent supply of agricultural 
commodities. Now we have little spots, like this potato fiasco, 
where we actually have a ceiling which prevents people from using 
the commodity, prevents the resource there is available from actually 
getting into the consumption, which is the digging and moving of 
somewhat earlier potatoes to places where there is a demand for 
them and there is a shortage in spots. 

A friend of mine in the commission business in Chicago said last 
week, in Chicago, in the regular channels of trade, they had four 
carloads of potatoes. There can be a lot more potatoes in Chicago, 
and there may have been outside of regular channels—black-market 
potatoes, I don’t know. 

But what I do know is that people want potatoes, and that anything 
which restrains people from buying potatoes at any reasonable price 
at all is in favor of their getting the food they want at a reasonable 
price because they buy higher priced commodities. 

One store was selling sweetpotatoes at a higher price. It is a good 
illustration of the way this costly, clumsy, inefficient administration 
of price control regulations interferes with the capacity of the producer 
to really furnish to the consumer what the consumer wants. 

Mr. Wotcorr. Last year it seemed to me I remember we had so 
many potatoes that we were disposing of them by using them for feed 
and everything else. Now we have a shortage. To what do you 
attribute the shortage of potatoes? 

Mr. Kune. Well, perhaps I had better read my statement on 


potatoes. It isa brief statement, only a page and a half. 
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Mr. Wotcort. Before you get to that, let me ask this other question 
which you can answer very briefly, I think: When will this year’s 
potato crop start moving to market? 

Mr. Kune. Well, the early potatoes have been on the market for 
some time. They are being retarded, of course, by the ceiling, which 
restrains the consumer from actually paying enough to move the early 
potato to market, so the producer, in self-defense, lets them grow a 
little bit. ‘That is one of the things that is happening to the current 
supply of potatoes. 

With regard to estimated supply, I would like Mr. Frank Woolley 
to speak on that. 

Mr. Woou.ry. The goals of the Department of Agriculture call for 
a considerable increase in the planting of potatoes this year, and the 
records show that the intention is to plant 6,000 acres less than last 
year, and I forget the percentage, but it is a substantial percentage, 
below the goal estimated by the Department as being necessary. 

The acreage for this year will be the lowest planted since 1867. 
I think that is the first year in which records for the planting of 
potatoes were maintained. 

Mr. Woxcorr. In your statement, do you comment upon that, 
Mr. Kline? 

Mr. Kune. Yes, sir, I do. 

Within a week after the determination of the Department of 
Agriculture that the farm price of potatoes had reached parity in 
mid-December 1951 OPS established ceiling prices to be effective on 
January 19, 1952. 

Growers whose farm prices had averaged only 79 percent of parity 
from July through December 1951 were thereby denied an opportunity 
to secure more than parity during the balance of the marketing period. 
The fact that growers could not receive an average of parity for the 
entire crop is confirmed by a recent BAE estimate that the national 
farm price for the entire 1951 crop was $1.61 per bushel, or approxi- 
mately 91 percent of parity. 

The original ceilings were so impossible to operate that they were 
completely revised by OPS before the effective date. In less than 4 
months there have been eight additional amendments to these regu- 
lations which have kept the potato industry in a state of constant 
confusion. Most of these amendments have been issued after the 
date when they should have been in effect. 

Price ceilings have resulted in a complete dislocation of normal dis- 
tribution. For example, the crop from the Hastings, Fla., district is 
estimated as only 6 percent above 1951, yet shipments by rail and 
truck through April 30, 1952, were 4,755 carloads, as compared with 
1,790 carloads on the same date in 1951. On April 30 of this year, 
the last day of the month before ceilings at Florida shipping points 
declined from a base price of $4.30 per hundredweight for U. S. No. 
1 grade to $3.60 per hundredweight, the Hastings district shipped 646 
carloads in a single day, or 13 percent of the April movement. Such 
irregular shipments obviously make orderly marketing impossible. 

Ceilings as established have placed no limitation on transportation 
charges and as a result Maine potatoes have been shipped to the 
Pacific coast for the first time since a similar situation occurred under 
OPA price ceilings during World War II. Western consumers have 
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paid nearly 2 cents per pound for unneeded transportation and addi- 
ional mark-ups which were allowed on the delivered costs of such 
shipments. 

Further dislocation in distribution is evidenced by the OPS siate- 
ment oa May 7 that “it had launched a Nation-wide drive against 
the black market in potatoes.”’ 

Much of the progress made during recent years in the improvement 
of the quality of market supplies has been lost because grade differ- 
entials established by OPS have not been sufficient to justify careful 
grading. 

While consumers may have secured potatoes cheaper than their 
economic value during recent months it appears likely that they will 
pay more during the 1952 season. Growers are so disgusted with the 
inequities and the operation of the price ceiling program that they 
have indicated to USDA that they intend to plant 6,000 acres less 
in 1952 than in 1951. This would be the smallest acreage planted 
since 1867, or in 85 vears. The 1951 yield per acre was the second 
largest on record and so there is a probability that the crop in 1952 
may be smaller than in 1951. 

The full responsibility for such a reduced supply must be borne by 
those responsible for the ceiling price program of OPS. 

If Congress will take definite action to eliminate price controls 
before June 1 potato growers will be in position to expand the acreage 
planted in the late crop areas of the Northern and Western States and 
thus provide a larger total crop for the coming fall and winter months. 
Otherwise, it appears likely that the 1952 production may be smaller 
than was the crop in 1951. 

The incidence of these regulations was such that at the time when 
crops are being planted, or plans are being made for planting and plant- 
ing is taking place, and at a time when there had been a relatively 
unsatisfactory situation, to slap a ceiling on, which gives the farmer 
no chance for taking it up or down, the figures on intended planting 
just speak for themselves. 

Mr. Wotcorr. What other commodities are in short supply, other 
than potatoes? 

Mr. Kure. I just don’t know of commodities that are in very short 
supply. I know of a lot that are in very plentiful supply. 

| know of a lot that may get shorter. I happen myself to be a hog 
grower, and the situation with regard to the cost versus the price on 
hogs is such that the outlook just isn’t good. 

Mr. Fueatrs. Milk is in short supply, is it not? 

Mr. Kurne. Well, milk is in short supply, soybean meal has been 
mentioned here before as being in short supply—this is partly due 
to the fact that they are not being processed and sold. 

Mr. Fueare. There are not the same number of cows being milked 
now as in 1939? 

Mr. Kurne. I wouldn’t know the comparative figures. 

Mr. Wotcorr. I have just one other question. 

I understand from your statement that written agricultural com- 
modities are in short supply, they are in short supply because of the 
manipulations of price controls and uncertainties growing out of the 
administration of price controls; is that correct? 

Mr. Kune. | would say “Yes”’ to the question, and add this; that 
in general, the supply of agricultural commodities is very good. The 
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future is What we have to worry about here, as we look at this situa- 
tion. 

Mr. Wotcorr. Do you know how many commodities the Govern- 
ment is buying now to get prices back up? 

Mr. Kurne. Can you answer that question, Mr. Woolley? 

Mr. Woottey. I didn’t hear the question. 

Mr. Wotcorr. Do you know how many commodities the Govern- 
ment is buying now to get prices back up? We should have asked 
this of a witness who was here last week, who had a table of sample 
foods, packaged and otherwise, including hams, eggs, honey, and so 
forth, on which the Government was buying in order to keep prices up. 

Mr. Woot.ey. Of course, the Government is supporting the price 
of a long list of commodities. Some of these are being supported by 
loan operations and others by purchase. 

Mr. Wotcorr. I mean by purchase. 

Mr. Woou.ey. Under section 32, the Department of Agriculture is 
now buying some pork products for school lunches. They are also 
buying some eggs for school lunches, up to the capacity of the school- 
lunch outlets and their other indirect outlets to absorb them. 

It is with the avowed intention of trying to support and bolster the 
price with respect to those two commodities. 

They have a price-support program with respect to cottonseed, 
sovbeans, and all the basic commodities, and you know the nonbasics. 

There is a long list of them. 

Mr. Wotcorr. | am interested in the list of the supported com- 
modities. I am not as much interested in the list of supported com- 
modities, as the ones that the Government is buying to keep prices up. 

Mr. Kune. First, it would be a very small percentage of the total. 
Second, you get into complications like the Government having to 
buy for the school-lunch program anyway, and they are just timing it 
well, perhaps, but for the record, we would be happy to get from the 
Department a list of these commodities and the extent to which they 
are currently being purchased. 

Mr. Wo .cort. | think, if it is agreeable to the committee, we should 
have those in the record. 

Mr. Kune. I will be happy to enter them in the record. We have 
it here, but it isn’t in good shape. 

Mr. Tatur. I have asked for it, Mr. Wolcott. 

Mr. Woucorr. Then we are getting it from other sources, Mr. 
Kline, that is all right. 

Mr. Brown. Mr. Woolley, we do not have a support price now for 
potatoes, do we? 

Mr. Wootury. No, sir. 

Mr. Brown. When was that taken off? 

Mr. Woouuey. It was taken off effective the 1951 crop. 

Mr. Brown. Why was it taken off? 

Mr. Woottey. It was taken off, according to my understanding, by 
an act of Congress, as a result of representations with respect to the 
cost of the program, I think, in relationship to the program. 

Mr. Brown. At that time we had too many potatoes; is that true? 

Mr. Woo.uey. We were producing too many potatoes for the—the 
market wasn’t absorbing all the potatoes that were being produced at 
that time. 

Mr. Brown. That is the reason the support price was taken off? 
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Mr. Woo.tey. Yes, sir. 

Mr. Brown. How many million dollars did the Government |ose 
on the support price? 

Mr. Wootiey. The Commodity Credit Corporation itself lost in ex- 
cess of $400,000,000 on potatoes. I am speaking from memory now. 
But between Commodity Credit Corporation and section 32, we had 
the highest losses on potatoes of any crop that has been supported. 
by far. 

Mr. Brown. That is the reason price supports were removed, on 
account of that loss. 

What are potatoes bringing now? 

Mr. Woout.ey. What are the prices of potatoes at the present time? 

Mr. Brown. Yes, sir. 

Mr. Kurne. There is a ceiling price on potatoes. I don’t have the 
figures, but Mr. Willy has them right here. 

While he is getting the figures, let’s comment with regard to the 
production under the program, which has met with a lot of resistance 
not only from the public, but potato growers as well. 

We have found in a good many places that people were producing 
potatoes for the Government instead of for the consumer. 

Mr. Brown. Let me get my answer from him. He has the figures. 

Mr. Kurne. I am not commenting on the figures now. I am com- 
menting on production from certain States, where a very considerable 
portion of the production went to the Government and not to the 
consumers. So these people were not making the necessary adjust- 
ment that the consumer demand created, so they were losing out in 
the long-term market, and the growers themselves were very deeply 
concerned about that program. 

Mr. Wootuey. Do you want the retail price or what? 

Mr. Brown. The retail price. 

Mr. Woottey. I have the most recent one that is available to us. 
The retail price for potatoes, in March of 1952, was 6.9 cents per 
pound. 

Mr. Brown. About 7 cents a pound? 

Mr. Woout.ry. About 7 cents a pound, that is right. 

Mr. Brown. Now, what were potatoes bringing the year before 

support price? 

Mr. Woututey. The year before they were given a support price? 

Mr. Brown. That is right. 

Mr. Wooutey. I don’t recall, Congressman. The year before they 
were given a support price, or do you mean when the support price 
was taken off? 

Mr. Brown. Before the support price was put on, for potatoes. 

Mr. Wootzey. That would be back during the war. 

Mr. Brown. I want to get at the question from this angle: We gave 
the producers a support price because they were not producing enough 
potatoes, to encourage them to produce more potatoes, and then they 
produced potatoes at a great loss to the Government, and we took 
off the support price? 

Mr. Woottey. That is right. 

Mr. Brown. Would you supply that information for the record? 

Mr. Woottey. I will be glad to. 

(The information requested was not supplied in time for publica- 
tion.) 
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Mr. Brown. Now, Mr. Kline, you don’t take the position that any 
farm commodities are bringing too much now, do you? 

Mr. Kune. No, sir; that was an easy question to answer. 

Mr. Brown. I might agree with you about that, too. 

Mr. Kuine. That would be appreciated. 

Mr. Brown. Do you take the position that we ought to have very 
fertile land in order to produce more? 

Mr. Kure. I certainly do. 

Mr. Brown. Well, I am glad to see you come around to that view- 
point. 

Mr. Kurne. I have always been in that position. I am a farmer 
and I farmed until I was 48 vears old. I lived and grew up with it, 
and I have been noted for this business of improving land, and I did 
it myself. I know what I am talking about. 

Mr. Mutter. Mr. Brown—— 

Mr. Brown. I will come to that in a minute. 

Mr. Kurne. I am merely objecting to this proposition that “I 
came around to this position.” 

Mr. Brown. I have you on record on both those questions. 

Now I will turn you over to Mr. Multer. 

Mr. Mutrer. Mr. Kline, unless I misunderstand your position, you 
are against soil conservation, or the soil conservation program of the 
Government? 

Mr. Kurine. You misunderstand my position. 

Mr. Mutter. What is your position? 

Mr. Kurne. Well, we believe in conservation, better soil manage- 
ment, better soil use. There has been a revolution in agriculture in 
the past 50 vears. 

Mr. Mutter. Is there inconsistency between your position and 
that of the organization you represent here today? I thought I saw 
a statement attributed to you as president of the American Farm 
Bureau Federation, urging the cutting out of the appropriation for 
soil conservation; am I not right? 

Mr. Kune. No; you are not right. 

Mr. Mutter. What did vou urge on behalf of your organization? 

Mr. Kune. Well, this is part of the business of being for a balanced 
budget. Our position then comes down to a specific thing, which is, 
I am sure, what you are talking about, the agricultural conservation 
program in the Production and Marketing Administration. 

We proposed that, in the interests of balancing the budget, and 
recognizing that there are certain things which cannot be cut—and, 
again, quoting the idea from our annual meeting resolution, that there 
had to be a relatively heavy cut in direct appropriations from the 
Treasury to individual farmers, on that account—we proposed a 
reduction to $100,000,000 in conservation payments under the 
Production and Marketing Administration, but with these provisos: 

That that $100,000,000 be distributed on the basis of conservation 
needs, that we no longer continue to spend it for the kind of practices 
which are recognized in a community as just good farm business, like 
the application, for instance, of limestone, in my area, where it returns 
15 or 16 to 1 for the cost of limestone. Nobody except a poor farmer 
would fail to apply limestone because he didn’t get a $50 PMA pay- 
ment. 
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This is the essence of our position with regard to appropriations, 
These are appropriations directly from the Federal Treasury to our 
members. It is not an easy position to take, but it is a very firm one, 

It is not contrary to good soil conservation. 

Mr. Mutrer. Well, I don’t know too much about your farm 
problems, but from what little I have heard about it, I thought that 
if you let the soil become sterile, it is next to impossible to become 
fertile again. The way to conserve the soil is to conserve its fertility 
and not let it become sterile as time goes along. And if you take out 
$150,000,000 from $250,000,000, I think you are getting dangerously 
close to the point where you are going to get yourself in trouble. 

Mr. Kurne. That is based somehow on the assumption that the 
Federal Government takes care of the land. The farmer does that, 
The farmer is the fellow who farms. 

There are some people who think the Federal Government ought to 
get out on every farm and decide what ought to be done and stock his 
foot in all the ditches and all that kind of thing. 

But the fact of the matter is that if we go in this direction we will 
have a very slow, inefficient business. 

There has been extraordinary progress in agriculture. There 
has been a revolution in the 50 years I have been a part of it. This 
revolution has been based on research and education. 

Mr. Murer. Most of it has been done under Government super- 
vision and with Government money, has it not? 

Mr. Kurnp. Yes, sir, the heart of that has been the activities of the 
research experiment stations, the experiment stations in connection 
with the land-grant colleges in several States. This has been Federal 
money, with an original appropriation at the Federal level, with 
administration at the State level, with a very great contribution from 
the people at the State level, with the decisions with regard to what the 
problems were and how they should be attacked made at the State 
level. 

It has been supplemented by the smaller activities at the regional 
level and the national level. 

Mr. Mvtrmr. And the people on the farms reacted very favorably 
to all of that, didn’t they? 

Mr. Kunz. Yes, sir. 

Mr. Mutrmr. Cooperated very fully? 

Mr. Kure. It has been one of the greatest programs in agriculture, 
without any question. 

Mr. Mutter. I don’t know. I may have you wrong, but it seemed 
to me that when you were taking the position you did against the 
appropriation for soil conservation, you were going directly contrary 
to all of the good that had been accomplished by it. 

Mr. Woxcorr. May I interject my understanding of it? The 
Farm Bureau Federation didn’t want their members to be obligated 
to the Federal Government for being paid for the things which they 
do any way. They were willing to sacrifice this $150,000,000 to 
$200,000,000 in the interest of stabilizing our economy as a whole. 

A few people up there in New York would catch hold of the trend 
and go along with us in reducing generally expenditures by the Federal 
Government. I think it would be helpful. It didn’t work out that 
way, and hasn’t yet, and we do hope that in consequence of the very 
magnanimous and unselfish attitude taken by the Farm Bureau 
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Federation, that we will all profit by that and reduce expenditures of 
government sufficiently to balance the budget, which will be a great 
contribution toward stability. 

Mr. Mutter. I am just wondering whether or not the American 
Farm Bureau Federation is really talking for the farmers of the 
country. 

Mr. Wotcorr. It is talking for all the people, according to the 
report of Mr. Newsome, and Mr. Kline. It is my understanding of 
his position that the farmers will share proportionally as all others 
will if we have a stable economy, and that is their contribution to a 
stable economy. ‘That is the impression I got from their action. 

Mr. Mutter. You see part of the confusion in my mind is created 
by the reams and reams of letters and telegrams that the Members of 
Congress got from the farmers, and from the farm families, directly 
to the contrary of the position taken by this organization. 

Mr. Wo corr. It is amazing that any class of people can be as 
unselfish as the farmers have been in their attempt to stabilize this 
economy. 

Mr. Mvtrer. You are quite right. That is why there is so much 
confusion here. 

Listen to this statement: 

Mr. Brown. Let’s address our remarks to the witness. ; 

Mr. Mutter. Let’s see if your organization has taken a position 
contrary to this statement, Mr. Kline: 

The American Farm Bureau Federation was one of the first national organiza- 
tions to support aggressively an all-out program for the control of inflation. We 
realized it was essential to control inflation for the well-being of the Nation. We 
have felt that effective price controls must be applied to induce trial prices, farm 
commodities, to services and to wages. 

I understand the position you now take is we should take off all 
controls? 

Mr. Kurne. What was the date of that resolution? 

Mr. Muurer. 1946. 

Mr. Kung. This was at the end of an all-out war when we were 
spending as high as 60 percent of the total end of the economy in 1 
year on the war effort and paying for it with new money. 

Mr. Murer. What are we spending now, it is 80 percent, isn’t it? 

Mr. Kune. No, sir, it is approximately 17 percent that we hope 
to spend next year. 

Mr. Mu rer. Let’s follow this just a step further. This is what 
your organization said in 1946. You were not then President. Mr. 
O'Neil was President, and he was telling us about the resolution your 
organization had adopted and this is an exact quote that I have just 
read to you. Then what was the date when OPA went out of exist- 
ence? 

Mr. Kurne. It was in 1946. I don’t remember the date exactly. 

Mr. Woucorr. October. 

Mr. Mutrer. October 1946, and this is a statement made in March 
1946, of precisely what Mr. O'Neil, talking for your Federation, said 
would happen, did happen; am I right? 

When price ceilings went off, in October of 1946? 

Mr. Kurne. Are you asking me the question? 

Mr. Muuter. Yes, sir; isn’t that what happened? Precisely what 
Mr. O'Neil, talking for your federation, said would happen. If you 
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take off these controls, inflation will take hold and prices will shoot 
sky-high? 

Mr. Kurne. If he said inflation would take hold—this is a fairl, 
accurate statement. We had created the inflation. We then turne:| 
loose—the only alternative was to maintain price controls. It was 
never the intention of our organization that these controls—— 

Mr. Mutrer. But by turning loose—I don’t care whether you say 
we took off controls or inflation took hold or how you put it—buit 
the minute OPA prices and controls went off, then whether inflatioy 
took hold or was turned loose, we had then this wave of high prices. 
That is so, is it not? 

Mr. Kurve. What I wanted to do was answer your first question, 
before I undertake to answer the second question. Our position at 
that time was we ought to get out of this more gradually. There 
was no possibility ever of covering up for a long time the inflation 
which had taken place, unless we were preparing to go into a com- 
pletely controlled economy and to substitute political determination 
for the whole activity of pricing the economy. 

This was never the position of the American Farm Bureau. This 
was a position with regard to sliding over instead of jumping off 
controls at that time. 

I am not here trying to defend it. I merely state what it wag. 
We were solidly back of that position at that time. 

Mr. Murer. Well, the position, according to the record I have 
in front of me, was that you wanted all these controls continued, and 
the historical fact is that when they went off, we had this tremendous 
increase in prices, all the way up and down the line. 

Mr. Kurve. We also had an extraordinarily rapid reconversion, 
we went back to a free choice system, which was always the position 
of the American Farm Bureau. You can read our resolutions from 
the beginning, if you wish, and you will find that we always believed 
in prices in the market place, we always believed in freedom of choice 
and in the incentive system. 

Mr. Mutrer. The only difference now is that the postition you are 
presenting as the president of your organization, the only difference 
with that is that while you are still saying you are for all of those 
things, you are also saying ‘“We don’t want any controls at this time’’? 

Mr. Kune. That is exactly right. 

Mr. Murer. Whereas, back in 1946, you took the position that 
you needed controls? 

Mr. Kurne. To reason that because in 1946 we took a certain 
position, therefore we should take the same position in 1952, is 
reasoning from analogy. In this country we have got to learn to 
reason straight. If you reason from analogy, the cases have to be 
analogous. 

One major difference, if I read logic right, makes the case weak, 
two make it worthless. 1 would be very happy to state two differences 
between now and 1946. I could mention a half dozen without taking 
breath. 

Reasoning from analogy is no good. What we have to do is decide 
what ought to be done in 1952 and not go back to 1946 and say “In 
1946 this was your position, therefore in 1952 you should have the 
same position.” 

Those 2 years are not analogous. 
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Mr. Mutter. I am afraid if the farmers and industrialists in this 
country didn’t learn from past experience they would never have 
made any progress at all. 

Mr. Kune. I am happy to learn from experience. I think it is a 
good idea. 
~ Mr. Mutter. Another thing I would like to ask you to explain, if 
you can: I understand that you agree with Mr. Putnam’s statement 
with reference to the court decision on the Capehart amendment 
that it may induce scare buying. 

Did you hear Governor Dewey on the television last night? 

Mr. Kirn. No, I didn’t, I am sorry. 

Mr. Murer. He warned the American people that what they 
should be careful of is an attempt to cut prices, farm prices, particu- 
larly. He said that it is just going to be a stunt by the Government 
to fool you, to scare you. Is that likely to create anv scare buying? 

Mr. Kuing. I am not sure I got what you said that Mr. Dewey 
said. 

Mr. Mutter. He said that just prior to the last election the United 
States Government induiged in some price cutting of farm commodi- 
ties as a result of which the farmer was frightened that if there was a 
change in administration, prices were going to be cut from under him, 
as a result of which the farmer rushed to the polls to reelect the 
Democratic administration. He warned people against a repetition 
of that. 

Mr. McDonovenr. Will the gentleman yield? 

Mr. Mutter. Yes. 

Mr. MeDonovau. I heard that broadcast and he said that in 
reference to corn and hogs only. He did not say that it applied to 
the whole agricultural production of the Nation. But he did give 
the impression that because there was an adjustment in price, that 
that had something to do with the fact that he was not elected 
President. 

Mr. Muurer. Let us take the quote from Governor Dewey. 

Mr. McDonovau. Is that not what you are referring to? 

Mr. Mutter. Governor Dewey said: “I would watch the rigging 
of the farm prices.”” He did not say ‘‘hogs and corn,”’ he said ‘farm 
prices,’ which is likely to scare the people more—that is what Gov- 
ernor Dewey said, not what Mr. Multer said? 

Mr. Kune. Well, not having read what Dewey said, and not 
having heard what Dewey said, and taking a quotation out of con- 
text, | would not comment, and I am not sure I ought to comment 
anyway. I would rather discuss the facts. 

I am not saying that I do not think Dewey dealt in facts, because 
I do not know. But I mean I would rather discuss the facts. 

Mr. Mutter. Do you know who brought the case that resulted 
in the decision that Mr. Putnam was referring to, with reference to 
the Capehart amendment? 

Mr. Kung. That is the Safeway case, 1 suspect, that you are 
talking about. 

Mr. Mutter. The Safeway Stores deal only in foodstuffs. Prac- 
tically only in foodstuffs. They may carry some allied lines like 
paper bags, but in the main, they deal in foodstuffs. Is that not so? 

Mr. Kune. Yes. 
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Mr. Murer. And you do not think that that is going to bring 
about an increase in price to the consumer, that decision on the 
Capehart amendment? 

Mr. Kune. Most prices are below ceilings. 

Mr. Murer. I am not going to argue with you whether or not the 
decision is proper or not. 

Mr. Kutne. Most prices are below ceilings. It is altogether 
unreasonable that by raising ceilings, when prices are already below 
ceilings, that any different conditions would affect the price ot food 
than did before, because this was a situation where the supply and 
demand were in general setting the price. Now the only situation 
that could arise would be a situation arising from the psychologica| 
factor. 

Mr. Murer. Wait a minute, let us stop for a moment. 

Mr. Kune. Very well. 

Mr. Mutrer. The Safeway Stores brought an action to compel 
OPS to give them an increase in prices in accordance with tbe Cape- 
hart amendment, which permitted them to add on all additional 
costs as provided in the Capehart amendment. 

Now if they could not get the ceiling price there was no need to 
bring that action. Do you mean to say they brought the action for the 
purpose of testing the law academically? 

Mr. Kurve. This would be a better question to ask Safeway. 

Mr. Murer. And not because they wanted increased prices. 

Mr. Kurne. That would be a question to ask Safeway. 

Mr. Mutrer. You do not believe that as a result of that decision 
Safeway will increase their prices? 

Mr. Kune. Certainly not unless they are able to do it com- 
petitively, otherwise they will go out of business. Furthermore, we 
deal here with different levels of prices. 

You have a farm price level, where the percentage which the 
farmers have gotten since about 1944 has been relatively stable. 
It is up to 54, down to 49. It is placed around in that neighborhood. 
That is the percentage the farmer got of what the consumer paid. 

Now, there are costs, as you all know, processing, transporting, 
distribution costs, between us and the consumer. The percentage 
has been relatively stable, but there are certain costs which have been 
rising under fixed ceilings, and I suspect that this case is concerned 
with the legality—with the actual legality, now-—of forcing a ceiling 
to be level where the costs had raised and the margin was being 
squeezed; but I do not know the case. I have not read it; but what 
I do know is that a vast proportion of these prices are under ceilings. 
I think it is safe to say that ceilings are currently ineffective. 

I want to say further and categorically, that any time the Govern- 
ment—any government—-holds a price on some consumers’ desirable 
commodities, well below what the consumer is prepared to pay for 
the supply, the Government ts going to ration. In the interim period, 
there will be various other things, black markets, circumventions, 
dealer rationing, but when they decide not to use price to distribute 
in accordance with consumers’ choice, they have decided to ratfon 
and it seems to me they have decided that whether they know it or not. 

Mr. Mutygr. Do you think increased production is one of the 
solutions to the problem, the farmer’s problem? 
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Mr. Kune. I certainly do. We want to get the maximum produc- 
tion and we want access to the market so we can sell what the con- 
sumer wants, and get the adjustment in the use of our resources that 
is consistent with the consumer’s need, the high production per man 
in agriculture—it is the only way we will ever get a high standard of 
living. That applies to the economy as a whole. 

Mr. Mutrer. You are not taking the position today that ceiling 
prices establish a floor? 

Mr. Kune. Certainly not. 

Mr. Mutter. That was the position during OPA days of practically 
everybody that was opposed to controls, was it not, that every time 
vou fix a ceiling it becomes a floor? 

’ Mr. Kune. Well, there is some evidence of this position, but I 
would not say what everybody’s position was in OPA days. 

Mr. Mutrer. That was the opposition of almost every person who 
came in here and testified against controls in 1950. That ceiling 
prices would be a floor and not a ceiling. ; 

Mr. Kunz. Well, it was not our position. 

Mr. Mutter. You think that even though most of these farm 
products are selling below ceiling today, that if you took off controls 
and increased production, your prices would not go up? 

Mr. Kune. Well, this is not my conclusion. 

Mr. Mutter. Whose conclusion is it? 

Mr. Kurne. Apparently yours. 

Mr. Murer. What is your thought on the subject? 

Mr. Kuine. My thought is that if we have access to the market 
we can continue to improve production and continue to improve 
nutritional standards in this country, and actually make the best 
use of the agricultural resources, get an adequate income ourselves 
and make the greatest contribution to our defense and to our domestic 
morale as well. 

The best illustration I know of, in my own business, is the hog 
business. Last summer we had a ceiling on wholesale pork products. 
These ceilings, we thought, were illegal. I have a letter here written 
to Mr. DiSalle about the 2d of November. We got an answer, | think, 
about the 11th of January. We pointed out that these ceilings were 
set in January, that they were below parity, and if they were legal in 
January they apparently were ceilings on a seasonal basis and were 
never changed in August and, therefore, we thought they were illegal 
in August. 

We think that they probably reduced the price of hogs a couple of 
dollars a hundred in August. The OPS came out with a statement, 
| believe, that the new wholesale pork price order was dated the 
25th of September. In this statement they said that they believed 
the price of hogs was going to go down, that they were going to give 
consideration to the advisability of lowering the ceilings on wholesale 
pork as the prices went down, and, of course, as prices went up they 
would have to raise the ceilings. . 

This came along at a time when farmers were planning to raise 
hogs. And the fact of the matter is that they not only went down 
but they stayed down, and there has been an extraordinarily unsatis- 
factory relationship between costs and hog prices ever since, and this 
is one of the major sources of meat in this country. 
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Now, if the farmer faced a situation where he believed that (hoy. 
was an opportunity, that he had access to the demand, and he coy)|q 
make up his losses that he took in February, March, and April, {hoy 
he is a lot more apt to go ahead and match this demand with prodic- 
tion than he is under a situation where he remembers what happened 
last August, he looks at the present situation, and he says, ‘Even jf 
the conditions become such that there was real demand for this com. 
modity, and I go ahead and produce, I can only get the ceiling price 
anyway,” and this makes it very much more difficult for us to make 
the contribution we ought to make to the consumers of this country: 
very much more difficult. | 

Mr. Mutter. Well, he is not getting a ceiling price today; is he? 

Mr. Kuine. Certainly not. 

Mr. Mutter. With under-production, he is not getting the ceiling 
price. 

Mr. Kurne. We do not have any under-production. We had « 
very good production of hogs. It was a very good thing for the con- 
sumer, incidentally, but not for the hog producer. 

But as I said before, if he could look back and say in August he did 
all right, and in September he did all right, then he is not so afraid of 
the future. But when he looks back to August and September and 
discovers that the wholesale pork-price order prevented him from 
having access to the market, then he comes along with a production 
just the forces of supply and demand hold him down to a bad corn-hog 
ratio—and then he is a little reluctant to go to all the effort required 
to raise pigs and take the chance involved. These animals can die. 
A lot of things can happen and there is a lot of risk involved in the 
production. It takes a certain amount of capital, work, and so forth, 
and he decides that maybe he ought to be a little more cautious 
about it. 

This is not in the consumer’s interest and it is not what we want 
to do. 

Mr. Mutter. Let me ask you this, Mr. Kline: I have a booklet in 
front of me which indicates that prior to 1840, this was an agricultural! 
Nation, with farming dominating all phases of our national life, with 
the farmer in control of the economics, the politics, and the social and 
the industrial fields of the country, and the farmer in those days 
fared fairly well. 

Do you agree with that? 

Mr. Kurne. Historically, it is subject to a great many qualifications. 

Mr. Mutrer. Generally speaking, it could be taken as true? 

Mr. Kune. Generally speaking, the figures with regard to per- 
centage of people farming is the truest part of it. 

Mr. Mutter. This pamphlet goes on to tell us that from 1840 to 
1940, the lot of the farmer got worse and it continued to deteriorate 
year by year. Do you go along with that? 

Mr. Kune. Well, with a lot of qualifications. I mean, there are 
a lot of ups and downs between 1840 and 1940. 

Mr. Mutrer. During that hundred-year period there were more 
downs than ups for the farmers of the country. 

Mr. Kune. There were long down periods, but in 1940, agriculture 
certainly was not in the most depressed state in this country. | 
lived through worse ones. 

Mr. Mutter. And it was not in the best state in 1940, either? 
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Mr. Kurne. No, there have been better. 
Mr. Mutter. Do you remember that in 1930, 1931, and 1932 
things got so bad on the farms that they actually took up arms to 
keep the sheriffs from dispossessing them and foreclosing on the 
mortgages? 

Mr. Kurne. Some of that happened in my State. At that time I 
was making talks to farmers, saying “this is not the best way to do 
this thing. The best way to do this thing is by keeping title to your 
property, keeping up your production, warding off your creditors, 
keeping your inventories, because we have got a lot of company in 
this situation, and if basic commodities do not go up, everybody is 
going to be busted anyway, and we will all kind of come back to- 
gether.” 

On the other hand, I said, ‘If we take the road of force, this is 
chaos, it wipes out middle-class people and the supposition that we 
in America could successfully solve a problem of this kind by force’’ 
seemed to me a very bad supposition with no foundation of truth in it. 

At the time I was on a farm and was a member of the lowa Farm 
Bureau, and I remember very distinctly because I was in the same 
position myself, going around saying to farmers exactly what I have 
been saying to you. 

Mr. Mutter. And the members then sitting in Congress at that 
time realized the very serious situation that was confronting the 
country and said, “These farmers must be given an alternative to 
using force of arms to retain their property and keep their creditors 
away and we better help them out.”” And they stepped in with legis- 
lation and did help them out. 

Mr. Kurnz. Yes, sir; I helped to help them help them out, so they 
would think it was politically feasible. 

Mr. Mutrer. The Federal Government set up legislation, as a 
means of helping these farmers out of their dilemma. 

Mr. Kune. That is right. 

Mr. Mutter. Supplying money to tide them over bad times. 

Mr. Kune. Yes, sir; 1 attended the first meeting ever held in 
lowa to try to discuss the possibility of what we at that time called 
the corn-hog program. 

Mr. Mouurer. And as a result of that, instead of the farmer giving 
up his independence and becoming a slave of Government and bowing 
and kowtowing to Government, he became more independent, and 
certainly is financially independent today to a great extent, owning 
his own farm free and clear of debt, owning his own home on the farm, 
and owning much, if not all, of the equipment on the farm. 

Mr. Kune. This is a little overstatement of the present situation, 
but I would not care to argue that it is not a whale of a lot better 
than it was in 1932. 

Mr. Mutrer. The date I am looking for now is the date the Com- 
modity Credit Corporation was created by the Congress. 

Mr. Kune. It was a part of the original Agricultural Adjustment 
Act, if I am not mistaken, in 1933. Commodity Credit Corporation, 
as 1 remember, was set up as an agency, a tool for the purpose of 
making effective certain loans on basic storables, at 52 to 75 percent 
of parity. 

Mr. cca. It originally was a Government corporation. It 
was a basic law under which the Corporation was organized. 
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Mr. Kurve. The Agricultural Adjustment Act of 1933, if I am not 
mistaken. 

Mr. Mutter. Yes, and that has been a tremendous help to the 
farmer, has it not? 

Mr. Kune. Yes, sir. 

Mr. Muvrer. Generally speaking, from 1940 to 1950 was about 
the best period in the history of the country that the farmers experi- 
enced; was it not? 

Mr. Kune. Of course, when you hit a strictly inflationary period 
basic commodities always rise faster than costs, and this happens to 
agricultural commodities. It always has happened. It did happen 
that time. But there are certain draw-backs in it, and these are 
what I mentioned earlier. 

Countries find themselves in an unstable situation because of long- 
continued inflation. At the current time and unfortunately, it is not 
only national, but it is also international. , 

A certain number of these imbalances force themselves into the lime- 
li¢ht in spite of a very vast expenditure for nonconsumable items for 
defense. This is for instance, wool, or tin, or ginger, I noted, the 
other day—it is in the midst of a high-employment situation and 
highest wages, 

You have these imbalances. Countries then find themselves afraid 
to maintain a free-choice system, and they tend further to nationalize 
and to go in one of two directions; either to continue to inflate, and in 
this case there is plenty of historical evidence that it does everything 
that we do not wish to do. 

Mr. Mutrer. You are resorting to analogy now. I thought you 
did not care to resort to analogy. 

Mr. Kite. Oh, I resort to analogies. It is a very good method of 
reasoning, but the cases must be analogous, and there have been a 
number of inflations, historically, and you hit this level, where the 
tendency is either to go up and out, or to just take the consequences 
and not do anything about it. 

We are not prepared to do either one. We are prepared to use all 
the knowledge we have gained in an effort to maintain a more stable 
price level, to use to the maximum extent the indirect sort of controls, 
over money supply, over fiscal policy, over Federal expenditures and 
taxes, which we should like to see together, at a time like this, and to 
maintain the basic freedom of choice which in my opinion is the most 
fundamental thing in the record of achievement of the American 
people. 

There never has been a people with the same sort of creativeness, 
at any time. I just do not think you can take out the incentive, and 
reward, and freedom of choice and substitute a vast expansion of 
political determination in lieu of price, rationing on the one hand, 
subsidies to get production, on the other—I simply do not think we 
can continue the kind of thing that America has been able to do under 
that situation. 

Mr. Mutrer. You are convinced that if we took off all these con- 
trols, that farm prices would seek their own level, which would be a 
fair and equitable level, and production would increase without 
impairing the farmer’s return, and the farmer would be pretty well off. 
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Mr. Kune. Well, we are just not prepared to have price fixing. 
We believe that we have to have the legislation—the act of 1949, we 
support, and have supported, did support, and do support 

Mr. Mutter. Did you say 1949?” 

Mr. Kune. Yes, sir. That was the act of 1938, as amended, and 
there was amendment to the 1938, and the 1949 act was amended. 

Mr. Coie. What act are you talking about? 

Mr. Kune. The Agricultural Adjustment Act of 1938, as amended. 

Now, there are in the country a lot of rigidities that get into our 
costs. Our costs last year were $22 billion, highest on record. Our 
costs this year are estimated to be 5 or 6 percent above the year before. 

Our net income, net farm operating income figure, fell from 1947 to 
1950 steadily. It went up last year from $12.7 billion to $14.9 billion. 

But our costs have rocketed up, are at an all-time high and sticking. 
They are sticking because of things like wage rates, on the unit of 
production, so that you cannot get a tractor which gets up to 2,600 
and down to 1,500—they just stick there. Taxes also have had a 
tendency to rise, as vou have noted. 

In this kind of a situation, if you have minimum wages, and you 
have sticky contracts, and vou have break-even points for the things 
which we use not only to get production, but also a standard of living 
in agriculture, then agriculture has to have a counterpart. This is 
where we come along with the Agricultural Adjustment Act, as 
amended, and we are prepared to defend it, exactly on that basis. 

Mr. Mvutrer. And you are not afraid, that farmer will be priced out 
of the market if we take all these controls off, when it comes to his 
buying the equipment needed for his farm? 

Mr. Kune. No, as a matter of fact. 

Mr. Mutrer. And the things he needs for his household. 

Mr. Kune. As a matter of fact, we are convinced that the inflation 
which followed the Korean episode, especially the last half of 1950, and 
up to March of last vear, was as clean-cut an example of monetary 
inflation as there is at hand. It was a monetary inflation that could 
have been prevented or very greatly assuaged had we had the wisdom 
to operate on that basis. It was primarily made out of all this talk, 
“we have got to bave stand-by authority to control prices and control 
wages, and so forth.” 

This is the psychological element. This convinced people goods 
would be scarce and that money was cheap, so they rushed out to buy, 
to build, or whatever, and then we maintained bonds at par, that is 
the pegging operation whicl furnished the banks with limited reserves 
at profitable levels, and the money went up in the last half of 1950, as 
I remember it, 7.4 billion dollars. That is approximately correct. 

At the same time the Federal Reserve absorbed, out of the banking 
system, better than $2 billion, between $2 and $3 billion worth of 
bonds. These became reserves and, of course, pyramided themselves 
in the money supply. 

We think that we would have been far better now—— 

Mr. Mutter. Have you mentioned all of the items that caused 
this inflation right after Korea? 

Mr. Kune. No; I have mentioned the most important ones in 
my own opinion. 
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Mr. Mutter. Wasn’t one of the most important ones the amount 
of Government spending in the defense effort? ' 

Mr. Kune. No; it was not. The Federal budget for that year 
was considerably overbalanced and was deflationary as an item. This 
proved, if anything could prove, that we could bleed ourselves white 
with taxes and have plenty of ability to inflate at the same time if 
we could create scare buying. This was carried over from the ex- 
traordinary expansion of money supply and the basis for credit from 
the method we used in financing the Second World War. 

Mr. Mutter. Do you know how much money the Government 
spent in the second half of 1950 as against the second half of 1949? 

Mr. Kune. No, but I could find out for you very easily. But I 
do know that the real impact of Government finance on this question 
of whether prices rise or fall is the cash consolidated budget position, 
because what this determines is whether the Government is actually 
creating new money. ‘The Government as such, through its expendi- 
ture policies, is actually spending money which it does not take in, 
therefore paying the bill with new money, and during that period the 
Government budget was more than balanced and on a cash basis 
was deflationary. 

Mr. Muuter. So the Government spending for the defense effort 
will not and does not have any inflationary effect? 

Mr. Kune. Well, of course, it has an inflationary effeet—— * 

Mr. Mutter. Did you say “deflationary’’? 

Mr. Kune. No; I said “inflationary.” But let us remember that 
the question of whether a certain level of expenditures is inflationary 
or deflationary depends on how it is being paid. If you are collecting 
from the people the purchasing ability to pay this bill, then you do 
not get the incidence of an increase in the supply of money at the 
same time you decrease this quantity of goods. 

If your economy can go ahead and produce for the consumer market 
about like it did before—and we have shown an extraordinary capacity 
to produce—and if you stop the basic inflation, which arises because 
of the Government paying more than it takes in in taxes for the defense 
effort, then you have got the basic inflation. 

What I said was, that in this last half of 1950, of which we have 
been talking, the incidence of the budget’s collection and expenditure 
of funds, was deflationary, in spite of the fact that we spent a lot of 
money. The spending part was inflationary, and the collection part 
was deflationary. 

Mr. Muurer. When did the prices of farm commodities begin to 
go up in 1950? 

Mr. Kune. I would not know exactly, but the impact is primarily 
the Korean thing. The first half of 1950, many farm areas were in 
bad shape. 

Mr. Mutter. In the seeond half the prices began to go up and in 
1951 they were still gomg up? 

Mr. Kune. That is right. 

Mr. Mutter. You do not think that the welfare of the farmer has 
been affected to any degree by the increase in prices of steel and other 
basic commodities? 

Mr. Kune. Of course, our expenses are made up with all kinds of 
commodities, and not all basic commodities. I would say mostly 
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manufactured commodities—fertilizer, steel, machinery, equipment, 
farm labor—all kinds of expenses—transportation costs, and so forth. 

Mr. Murer. That is all, Mr. Chairman. Thank you. 

The CHarrmMan. Dr. Talle. 

Mr. Tauue. Mr. Chairman. I want to welcome you to this hearing, 
Mr. Kline, not only as president of the American Farm Bureau 
Federation, but as my constituent and friend. 

Mr. Kurne. Thank you. 

Mr. Tauie. You have made a very fine statement. Iam glad you 
started your statement with reference to something that troubles 
all Members of Congress who are serious about the picture confronting 
us. The thing I refer to is the mischief that is being done by inflation 
You pointed out that the expenditure is not only taxes, but it is the 
deficit spevding. 

That is actually equivalent, is it not, to a capital levy upon savings 
accounts, upon insurance companies, upon investments, and upon all 
incomes that are fixed? 

Mr. Kune. Yes; it has one difference from a capital levy. A 
capital levy is on property and money, and this also hits income. 
You just mentioned that. It takes out the value of current income 
as well. 

Mr. Tatue. There is another difference. When a capital levy is, 
made, such as Mussolini did on property in Italy a good many years 
ago, it strikes you full in the face, because it is a big block at one time, 
whereas inflation is something that works night and day, something 
like a thief in the night, and whittles away a little bit every second. 

Mr. Kune. Even seems to be pleasant. 

Mr. Tatus. That is right. 

There is one point I wanted to suggest, which is this: although the 
Korean incident occurred in June, and the scare buying followed, and 
the Congress provided the administration with the tools for using 
controls if it wanted to use them, on the 8th of September 1950, the 
administration did nothing until the 26th of the following January. 
So that apparently the inflation that occurred was not a disturbing 
thing to the administration, because the tools were there to use if the 
administration wanted to use them. 

Now, I thought I would spend just a moment on the familiar law 
that I think some people use rather loosely in their conversations, 
but never really think very seriously about, namely the law of supply 
and demand. 

I think the orthodox way of referring to it is to say that market 
demand and market supply determine market price, but in ordinary 
conversation, people never think any further than just that. 

Now, if we look back of each one, we discover that there are a number 
of things to be taken into account. Demand is not a fixed thing, 
and we can do something about it by advertising, can we not, Mr. 
Kline? 

Mr. Kurne. Oh, yes; we can increase demand, decrease demand. 
People, themselves, create demand. 

Mr. Tauue. That is right. And as the standard of living rises and 
tastes are cultivated, demand is affected. 

Mr. Kune. Yes, indeed. 
Mr. Tair. And we can influence demand through rationing. 
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Mr. Kurne. That is correct. 

Mr. Taig. Which is to deny the full and free use of it. 

Mr. Kurne. That is right. 

Mr. Taiz. And in a market where choice is free, substitutes wil| 
enter into the demand schedule of any individual customer. 

Mr. Kune. That is correct. 

Mr. Tauue. This is just a quick reference to the fact that the law 
of demand is not something that is fixed, like a law passed by Congress, 
which can be repealed or amended. 

Now, looking at the other side of it, supply, there again, there are 
conditions which should be taken into account. 

In manufacturing, it is customary to refer to decreasing cost per 
unit as production is increased, which is something quite different, js 
it not, Mr. Kline, from farming, which involves increasing costs as 
you press for more and more production from the land? 

Mr. Kune. Yes; there are certainly a lot of other differences, too, 
but I would certainly recognize that one. 

Mr. Tauie. That is right, there are a lot of differences. So back 
of supply, you may have conditions of decreasing costs, you may have 
conditions of constant costs, and you may have conditions of increasing 
costs as in farming. 

Mr. Aurne. We have many cases where efficiency has come in, too, 
and reduced costs. So you cannot draw a hard and fast rule. I think 
one of the major differences is the slowness of turn-over. You get a 
crop started. Well, it is a year’s business, and you can’t change your 
mind in August. 

Mr. Tauie. That is right. And then, human behavior may enter 
into the picture, and somebody may get a monopoly of a commodity. 
The law of supply and demand still works, but conditions as to supply 
are different. . 

Mr. Kuinz. That is right. 

Mr. Tair, I will not go into this matter any further because the 
hour is getting late, but a Sears, Roebuck catalog is a pretty big book, 
is it not? 

Mr. Kuine. I have seen one sometimes. 

Mr. Tauue. It is almost as big as a family Bible now. 

Mr. Kure. That is what I understand. 

Mr. Tauue. And it is evident that human wants are very numerous. 
So on the demand side we have human wants, and on the supply side, 
we have resources, and know-how, and it is to your credit that you 

have promoted education and research in order to improve the 
knowledge needed for converting resources into the goods that we 
all supply. 

I think the simple way to look at it is human wants, on the one hand, 
and resources and knowledge, on the other. 

Now, with this little statement, inasmuch as I am familiar with 
your views, and have a high regard for your ability and your record, 
I will thank you for your testimony. 

Thank you, Mr. Chairman. 

Mr. Kurne. Thank you, Mr. Talle. 

Mr. Wotcorr. Mr. Chairman, while Mr. Multer is here, I would 
like to make a statement for the record with respect to this 1946 
fiasco. I did not want to do it while he was out of the room. 
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You will recall that in June of 1946, at.1 o’clock in the morning, the 
conferees agreed upon a formula. That formula recognized the neces- 
sity for increased production. At the same time, it recognized the 
fact that, because there was a shortage of consumer goods, that prices 
might go higher. We all agreed that the only way to lick it would be 
to encourage production. 

| remember so well when we broke up at 1 o’clock in the morning, 
how the Vice President of the United States, who was one of the 
conferees, agreed that we had done an almost impossible thing, in 
finding a formula which would result in the increase of production, 
and at the same time would prevent prices from going unusually high, 
that controls would come off gradually without too much shock to 
our economy, as we increased production, and lauded us and patted 
us on the back and we patted him on the back, and it was the most 
clorious session that I ever sat through. 
~ The post mortem of what we had done—between 1 and 2 o’clock 
in the morning. 

And of course, the President would sign that bill, it was said. It 
was the answer to all our economic problems of that dav. But the 
President vetoed that bill, and when he came back with his own 
program, which was the original program that there should be no 
restriction upon these controls, we said in substance, ‘Mr. President, 
you cannot begin to administer this proposal of yours without throw- 
ing this economy of ours into a tailspin.” 

So most of us who had gone along with the program of price con- 
trol, who had voted for that bill to continue controls, repudiated the 
program and in consequence—there is not too much satisfaction in 
saying “I told vou so’’—but in October of that year the President, 
finding that he was throwing this economy of ours into a tailspin by an 
attempt to administer the laws which he insisted upon, had to take 
controls off by Executive order. Congress did not take them off. 
And we would have been in very dire circumstances had it not been 
for the action of the President in repudiating his own actions, in taking 
off controls in October of 1946. 

Now again, on this question of Mr. Dewey and farm prices, it was 
my great honor to be chairman of this committee, at that time, and 
Mr. Truman made a very unusual statement in Des Moines, lowa. I 
remember it so well, because I am very sure that it was the same 
speech in which he called me a ‘‘mossback.’’ A ‘“mossback”’ is, I 
guess, a little bit farther to the right than a conservative. At least I 
was hota “mugwump.”’ I had my feet on the ground somewhere, and 
I tried to stand there. 

But the question came up as to why certain farm prices were going 
down—very obviously seasonal. Grain was not moving, and this 
terrible Eightieth Congress was blamed for the fact that grain was not 
moving, which depressed prices, grain prices especially, because we 
allegedly had taken away from the administration the authority to 
buy, not lease, but buy, grain storage facilities. 

I think the scandals which have come out in respect to grain in the 
last 60 days sort of justified the position which we took at that time. 
That is beside the point, however. The point was, that Mr. Truman 
had been misadvised—and I give him credit for not knowing enough 
about the subject to know that he was telling a falsehood—but who- 
ever gave him the information knew that he was telling a falsehood. 
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I was in Michigan at the time and I frankly asked the staff down 
here to get us a brief on it, to find out just what had happened, and 
this staff, in cooperation with the staff of the Agricultue Committee, 
worked it out and sent me the brief, which I sent to Mr. Dewey. 

It showed, that brief, that on the same day that Mr. Truman was 
blaming this committee for having taken away from them facilities 
for the storage of grain, which had depressed the price of grain, thie 
Commodity Credit Corporation was selling in the open market, excess 
storage facilities, and they continued that for 3 weeks following that, 
until the President insisted upon repeating it, and it made him look 
so silly, to bave his own administration disposing of surplus grain 
storage facilities, at a time when he was claiming that we had taken 
away from him the authority to acquire grain storage facilities, that 
the Commodity Credit Corporation then abruptly stopped. It was 
all in the brief. 

I sent that brief over to Mr. Dewey. Mr. Dewey’s advisers appar- 
ently took the attitude, why disturb a situation that was sure. He was 
so sure of being elected that he did not even use the brief. So I assume 
that is what Mr. Dewey has in mind now when he says he has found 
out some more about the agricultural situation than he did in 1948. 
And if he had used that brief, he would have proved beyond any 
question of doubt that somebody in the administration was lying in 
respect to agricultural prices at that time. 

Mr. Brown. Mr. Multer, I will give you 3 minutes for rebuttal. 

Mr. Mvutrer. What I cannot understand—maybe he can ex- 
plain it——— 

Mr. Woucorr. IT am not explaining to him Dewey’s attitude on 
agricultural questions. You cannot expect me to. 

Mr. Mutter. No; but what I want to know is this: If Truman 
was rigging prices 10 days before the election, to the detriment of the 
farmer, how did that convince the farmer to vote Democratic? Did 
the farmers know that the Republicans would give them a worse deal 
after the election? 

Mr. Woxtcorr. The reason is the farmers believed these untruths 
which were told them with respect to the Eightieth Congress, and 
they voted against Mr. Dewey. Mr. Dewey had the opportunity, 
and I gave it to him, to protect himself and he did not. Mr. Dewey 
did not tell the farmers the truth about the situation. 

Mr. DoturnGer. Isn’t Farmer Dewey an expert in agriculture? 

Mr. Woucorr. I do not consider from his past experience and 
practices that he is. 

Mr. DoturnGcer. He says he is a New York farmer. 

Mr. Multer. Regardless of Dewey, I think the farmers have been 
proved right by what they did in 1948. 

Mr. Douirncer. I just want the record to show that Tom Dewey 
is a farmer in New York State. 

Mr. Wotcorr. I understand that. Understand, I do not blame 
Mr. Dewey. I blame his advisers for not giving him this material. 

Mr. Brown. Mr. Cole. 

Mr. Cour. Mr. Kline, did you have a reply to make? 

Mr. Kurne. Mr. Chairman, I am under duress, because my plane 
leaves the airport at 4:35. However, Mr. Charles Sullman, who is 
president of the Illinois Agricultural Association, and is a member of 
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our board, has been here all day and I will be happy to have him 
take over and answer any questions that may come up. 

I would like to have just a half minute, because some question has 
been raised here as to whether the American Farm Bureau Federation 
really represents its members. 

There are in the federation at least three times as many members 
now as 1940. Last year, audited records showed paid membership of 
1,452,000 farm families. The easiest thing to do is to tag along with 
all of the people who want increased expenditures. The difficult 
thing to do is to try to decide what is right and do that, because that 
makes you make some cuts here and there. We have made that 
effort, and we are making it. Our paid-up membership, in the office 
of the American Farm Bureau Federation, the 31st day of March, 
was 71,052 ahead of last year. Our delegates are elected from the 
county to the State, from State to the national, and there is a free 
vote all the time, and a majority always decides—they decide not 
only on what they are for, but boards of directors and officers to carry 
it out. They are always invited, if they do not like the policies, to 
change them, and if they do not like the officers, to get new ones. 

It is impossible, of course, to have a unanimous agreement among 
1,452,000 people, but I do not know any single point in my whole 
history with the Farm Bureau, which goes back to 1921—and I have 
been a member of some board of directors, one or more, ever since—I 
do not know of any one thing on which there was more unanimous 
agreement or any firmer decision to do our level best, than on this 
business of trying to keep, in America, a sound money, a free choice 
system. 

We in agriculture, to be able to make our contribution to this 
economy on that basis, to do our level best as a free voluntary non- 
governmental association of farmers, to try to keep that kind of a 
system operating in the rest of the economy. And we believe, further- 
more, that this is the soundest approach to the defense of our country 
and our way of life that could possibly be achieved at this time. 

Now, I regret exceedingly having to leave and take a plane, but 
would it be permissible to have Mr. Charles Sullman take my place? 

Mr. Cour. I will accept your statement as an answer to all my 
questions. 

Mr. Fucars. No questions, 

Mr. Brown. All right, Mr. Kline, we are very glad to have your 
testimony and you may be excused. 

Mr. Kurne. Thank you, sir. 

Mr. Brown. The clerk will call the next witness, 

The Cuerk. Mr. Carpenter, representing the Institute of American 
Poultry Industries. 


STATEMENT OF CLIFF D. CARPENTER, ON BEHALF OF THE IN- 
STITUTE OF AMERICAN POULTRY INDUSTRIES 


Mr. Carpenter. I have with me Mr. Marshall Spear, who is the 
executive director of the Long Island Truck Growers Association, and 
Joe Parker, the institute’s Washington counsel. 

I am Cliff D. Carpenter, president of the Institute of American 
Poultry Industries, Chicago, Ill. The institute, chartered in 1926, is 
a nonprofit organization engaged in national quality improvement 
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programs designed to bring consumers higher quality poultry and 


eggs. 

Today’s modern poultry industry is the third largest farm-income 
crop, grossing more than $4 billion a year to four to five million 
farmers. 

The institute represents directly more than 1,500 companies and 
individuals engaged in the production, breeding, hatching, processing, 
and marketing of chickens, turkeys, ducks, geese, guineas, eggs, and 
egg products. 

These members directly serve hundreds of thousands of producers 
and consumers throughout the country. The institute’s membership 
and programs, therefore, are directly or indirectly involved in the pro- 
<luction, processing, marketing,and merchandising of poultry and poul- 
try products in about 3,000 of the 3,071 counties in the 48 States. 

It will soon be 2 years since the enactment of the Defense Production 
Act of 1950, authorizing the imposition of price controls. It has been 
more than a year since the General Ceiling Price Regulation was issued, 
Prior to the order, there had been no unreasonable price movement, 
and during this entire 2-year period poultry and egg prices have re- 
mained well below parity and below permissible ceilings. 

On April 15, 1952, chickens were only 79 percent of parity com- 
pared to 93 percent in April 1951—and 6.5 percent per pound under 
the legal minimum for ceiling price. 

On April 15, 1952, eggs were only 80 percent of parity versus 94 
percent in April 1951—9.2 cents a dozen under a year ago—and 10.2 
cents a dozen under the legal minimum for ceiling price. 

On April 15, 1952, turkeys were 6 cents per pound under the legal 
minimum for ceiling price. The Bureau of Agricultural Economics 
does not report a parity figure for turkeys during April. 

The Urner-Barry market quotations at New York City show that 
fancy, heavyweight eggs (midwestern mixed colors) Were selling at 
42 cents a dozen wholesale on May 6, 1952—17 cents a dozen below 
the highest comparable quotation during the General Ceiling Price 
Regulation base period (December 19, 1950, through January 25, 
1951). 

The Urner-Barry market quotations for May 6, 1952, also show 
3-pound iced chickens were selling for 30.5 cents a pound wholesale 
at New York City—3.5 cents a pound under the highest quotation 
during the GCPR base period for ceilings. And they show 48 to 54 
pound box packed fowl (hens) were selling at 31.5 cents a pound 
wholesale—5.5 cents a pound less than the highest quotation during the 
base period for ceilings. 

The remarkable production records of the poultry and egg industry 
are the forces that have prevented any inflation in this industry. The 
testimony this industry presented last year included facts and figures 
showing the great development and efficiency of this industry, and its 
ability to supply demand at reasonable prices. 

In 3 years, from 1948 to 1951, this industry more than doubled 
broiler production—from 350 million to 791 million birds; 1952 
broiler production based on USDA data is estimated at 935 million 
hirds—an increase of 20 percent over 1951—and nearly 3 times as 
many as we produced in 1948. 

Egg production in 1951 totaled 59 billion eggs—compared to only 
35 billion in 1925—providing a record per capita consumption last 





~~ wow TP 


—_ Gea Dee 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 677 


year; 1952 egg production based on USDA data is estimated to be 3 
percent larger than 1951, As further evidence that this industry does 
not need controls, competition has resulted in narrowing margins. 
While selling below ceilings, farmers got 5 cents more of the consumer's 
poultry meat dollar and 4 cents more of the consumer’s egg dollar 
than a year ago. 

In 1951 we produced 881 million pounds of turkey meat, on a dressed- 
weight basis. This is 16 percent more than we produced in 1950. 
Estimates based on USDA data indicate we'll produce 970 million 
pounds of turkey meat in 1952—-up 10 percent over 1951. 

Modern mechanized operations and improved techniques have 
increased poultry processing efficiency—which has meant lower prices 
for consumers. ‘Today an efficient plant can process 53 birds per 
man-hour, compared with only 23 birds in 1941. One grower can 
produce 360,000 pounds of broiler meat a year (4 crops of 30,600 birds 
each)—or 806,000 eggs a year—or over 200,000 pounds of turkey 
meat a year. This efficiency has resulted in putting chicken and turkey 
in the workingman’s lunch pail for the first time. 

Mr. McDonovau. Does this heavy increase in production of 
poultry meat result from the use of stilbestrol? 

Mr. Carrenter. No, the stilbestrol, Congressman McDonough, is 
primarily a conditioner that puts fat in condition on the bird rather 
than extra weight. Some weight is added but essentially it is for 
improving the fatness and tenderness of the meat rather than adding: 
extra weight. 

Mr. McDonovau. I have been on a special committee in the House 
studying this question, and the testimony that we have had is that it 
has added considerable weight to the bird. It has practically made « 
capon out of an ordinary fryer of the same weight. 

Mr. Carpenter. When you say same weight, I will agree, because 
it gives the tender qualities to the capon and adds extra fat and in 
some cases does actually put on weight, but not persistently and con- 
sistently as a measure of weight increase. 

Mr. McDonovau. In other words, this increased production that 
you are talking about in poultry meat is not fundamentally the result 
of stilbestrol? 

Mr. CARPENTER. Yes, sir; it is due to the increase in actual numbers 
of birds. 

Mr. McDonouau. Thank you. 

Mr. Carpenter. We are producing a 3-pound broiler for each 2.8 
minutes of labor. In 16 minutes we produce enough poultry meat 
to supply the average consumer for a year. In one man work-year 
(300 8-hour days) we produce enough turkey to feed 19,500 average 
people for a year. 

The manure from 1,000 broilers contains 256 pounds of nitrogen-- 
182 pounds of phosphoric acid, and 80 pounds of potash. 

Sixty percent of this can be returned to the soil—almost 4 percent 
per broiler. 

Manure from 1,000 broilers added to an acre of corn ground in 
southern Indiana, in balance with other nutrients, can increase corn 
production by 25 to 30 bushels per acre. 

It takes less feed to produce a pound of poultry meat today than 
any other type of meat. A 3-pound meat chicken can be produced 
on about 10 pounds of feed. In other words, a 100-pound bag of 
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broiler feed produces about 30 pounds of broiler meat. In 1925, 100 
pounds of feed only produced about 20 pounds of chicken meat. 
Fortunately for our economy—with the upward pressure on red meat 
prices, our industry has made it possible for thousands and thousands 
of families to keep right on eating meat. 

Industry efficiency has provided the quantity and competition has 
made the price. 

That all adds up. With the consumer last year eating 406 eggs 
per capita, 31; pounds of chicken meat per capita, and 5% pounds of 
turkey meat per capita. Which combined, when we translate eggs in 
terms of animal protein, represents 81 pounds of meat or meat protein 
per capita, for every person in the United States, which incidentally is 
60 percent as much as the total crop of red meats in this country—just 
from chickens, eggs, and turkeys. 

In view of these production records and the fact that prices have 
remained well below parity and permissible ceiling levels, we believe 
it’s time for Congress to face the issue squarely and decontrol those 
industries where it is demonstrated that controls are not necessary. 

If we believe in the American system of competitive enterprise, 
as we all do—if we believe that controls should not be continued just 
for the sake of controls—or that they should not be imposed except 
where they’re absolutely necessary to prevent unwarranted and 
unreasonable price increases—then poultry and eggs should be 
decontrolled. 

If we do not decontrol poultry and eggs now, with prices consistently 
below parity and permissible ceilings—when and under what cir- 
cumstances can we expect controls to be removed? As things now 
stand, we have no idea as to the real intentions of the only nation that 
can threaten our national security. The present tension might 
conceivably continue for 5 or 10 years, or even longer. 

In recognition of this fact, policies must be adopted which will en- 
able us to meet not only conditions as they exist today, but future 
needs as well. We cannot meet the needs of the future if we are to be 
shackled by controls when it is manifest that controls are not necessary. 

We must adopt policies which will keep our economy vigorous and 
dyvnamic—not burdened by additional taxes to finance unnecessary 
controls. We must adopt policies which will provide the widest pos- 
sible latitude for our American system of free choice and competitive 
enterprise to function—not only for today but for the years to come. 

We recognize the difficulties and many practical problems involved 
if ¢ ‘ongress were to attempt to survey the conditions surrounding ever 
commodity or material to determine whether it should be decontrolled. 
We do believe it feasible and desirable, however, to do this for certain 
major commodities as Congress did in 1946, when poultry and eggs 
were specifically removed from price controls. 

An alternative would be for Congress to provide for the suspension 
of price control by July 31, 1952, unless by that time the Price Ad- 
ministrator finds and announces that the commodity is in such short 
supply in relation to demand that the price, except for seasonal move- 
ments, would rise unreasonably and pierce the old ceilings. 

Such a provision, coupled with the authority to reimpose ceilings 
at the old ceiling level adjusted for parity changes, would have this 
salutory effect: It would direct the activities of the price agency to 
those commodities for which some price control may be necessary. 
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It would free a large number of commodities for which price control 
is not now necessary, of the endless miles of red tape that are presently 
involved in the suspension process adopted by the Office of Price 
Stabilization. 

Another alternative would be for Congress to write in a specific 
decontrol formula under which commodities selling below parity or 
below ceilings for a reasonable period of time would be decontrolled. 

The adoption of such a policy would be realistic and meet the con- 
ditions we face today. It would have an inspiring effect. It would 
remove fears, doubts, and uncertainties. It would establish confi- 
dence, encourage production long range and eliminate costly reporting 
and bookkeeping requirements. It would reduce the number of em- 
ployees in OPS and the attendant cost of the program to a minimum. 

Parenthetically, I would add that I believe the number is 17 in the 
personnel of the Poultr y Branch of OPS, and at no time have we been 
at or near ceilings. 

It would save money and manpower by preventing the issuance of 
nonessential price control orders, such as CPR 79, covering processed 
ducks, a product regarding by the USDA as too insignificant to even 
require a parity calculation. There was no reason to issue this order, 

Ducks do not play any significant part in our.national economy 
(one-half of 1 percent of the total poultry and egg crop). When OPS 
issued this ceiling regulation, there had been no unreasonable price 
increases on ducks. Nor were any unreasonable pric e increases in 
sight; supplies were ample. Nevertheless, on October 2, OPS issued 
a duck order. It was completely unworkable and it nibs ook dis- 
rupted buying and selling operations just when ducks were moving 
into the most important “marketing period. As a result, the trade 
suffered substantial losses. Just one group of growers, a farmers co- 
op, lost $150,000. Ducks had been and were below ceiling prices— 
4 cents under 1949 and almost 5 cents under 1948. 

Growers appealed to USDA. Their publicity groups had to go to 
work to help move the backlog of ducks that had piled up as a result 
of the chaos following the order. The unworkability of the order was 
demonstrated by the fact that it had to be suspended three times and 
drastically revised before it could be reissued. 

The order is still not workable. As one example, of a wholesaler in 
New York shipped a carload of ducks to a wholesaler in Chicago, the 
Chicago wholesaler would have no margin unless he sold to the Gov- 
ernment or someone other than a wholesaler. And more often than 
not his margin on these other types of sales would not even cover his 
handling costs. 

Since this was written we find that last sentence was not entirely 
accurate, because the order was finally modified to make certain 
adjustments in margins, but no adjustment was made when one 
wholesaler sold to another wholesaler. And that is very common 
practice. 

Further, there is very little carlot business in ducks. And there 
are many different ways of handling their distribution, in various 
small quantities to various types of outlets. Normally, the duck 
market is based on truck rates in small quantities, after the product 
moves to a storage distribution point. The ceiling price order, 
however, is based on carlot freight rates. 








680 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


These unnatural provisions have discouraged many wholesalers 
from handling ducks. And these resulting interruptions in normal 
distribution have thus penalized both the consumer and the producer, 

The fact that the duck order was issued when it was unwarranted 
indicates there is a real need for setting up a specific decontrol policy 
by law. But the fact that the duck order was unworkable is no 
particular reflection on the ability of OPS officialsk—no one knows 
enough about all thé different types of operations in the duck indus- 
try to write an order that will work. 

Ducks involve only one-half of 1 percent of the income to poultry 
producers. Yet OPS has demonstrated the almost impossible task 
of control. Since tailored ceilings for this tiny segment have brought 
on such disruption and confusion—imagine the confusion that would 
exist if they attempted to write similar orders for the other 99% 
percent of our $4 billion industry. Actions like this create fears and 
uncertainties which hurt both production and distribution. 

These fears and undertainties are not just the figment of industry’s 
imagination. ‘They are very real—based on actions and statements 
of OPS. Recently OPS dispatched crews of auditors to 92 poultry 
and egg firms, large and small, throughout the country, to get financial 
data, asking for profit and loss statements. Why, in the face of our 
production record and with retail prices at such low levels? During 
this same period of time—-while industry was under control and 
threatened with additional controls—another agency of the Federal 
Government was busily engaged in developing support programs for 
these same commodities, to bolster prices. 

And just last Thursday this other Government agency bought 
1,378,000 eggs. Gentlemen, that 1s 198,000 cases of 30 dozens each, 
as a part of a program to remove a surplus. 

Isn’t it totally inconcistent to continue controls in the face of public 
programs to remove surpluses? 

The principal thing that has put this industry where it is, is our 
ability to grow. The fact that individuals and businesses can grow 
through their ability to do something bigger or better or by producing 
something at less cost is the chief incentive which sparks production. 
Take away the privilege and incentive that we have for doing out best, 
destroy or dull the desire to make the best marks we can, and you 
have destroyed the will to survive. 

The key to our strength is not that our resources are larger than the 
rest of the world or that we are smarter than all the other peoples in 
the world—it is our incentive system and the vitality of our people 
that flows from incentive. This is the real secret of our competitive 
enterprise. This is the one big advantage our Nation has. We must 
keep that advantage. We must avoid any action that discourages 
incentive or which will destroy incentive. We can do this by remov- 
ing unnecessary controls over this industry, which has demonstrated 
its ability to produce goods in sufficient quantities to meet all 
reasonable demands at fair prices. 

It is our specific recommendation, therefore, that Congress amend 
the Defense Production Act by decontrolling poultry and egg products 
now, or, as an alternative, that Congress provide for the suspension of 
ceilings unless the Price Administrator within 30 days or a reasonable 
period of time finds that the commodity is in such short supply that 
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its price would rise unreasonably, Or as a third alternative, that a 
specific decontrol formula be written into the law which would be 
automatic in its operation—which would require the decontrol of 
poultry and egg products when they remain below parity or ceilings 
for a reasonable period of time, such as 3 months, and which w ould 
permit poultry and egg products to be recontrolled if: (1) Prices 
exceeded the old ceilings and the supply and demand situation was 
such that it appeared prices would continue above the old ceilings, 
and (2) it was determined that current prices were unwarranted and 
unreasonable in view of current costs of production. 

Mr. Brown. Thank you, Mr. Carpenter, we are very glad to have 
your test imony ‘ 

Are there any questions? 

Mr. Coxe. Just one. I think you have made a very able statement 
and are to be congratulated. 

Mr. Carpenter. Thank you. 

Mr. Coie. You have also furnished for me facts and figures in 
connection with your industry about which I was not aware. I think 
it will be most helpful. 

May I ask you this one question: Is it your idea that continuation 
of price controls on these products which are under ceiling, would 
have the affect of causing the industry to be afraid of what may 
happen, rather than the actual impact of the controls themselves upon 
the industry? 

Mr. Carpenter. Yes, sir, the long range is the thing, Congressman 
Cole, that disturbs us. 

I have in my hand here a copy of 12 pages of material, and believe 
me, there is a lot of material involved here. This is the questionnaire, 
if you would like to call it that, that the OPS economists have been 
using in going out through the country and calling on these 92 firms 
to which I have referred, and by taking a typical average company, 
and we can document this, sir—the company has estimated that it 
would cost them ten thousand dollars just to comply and fulfill the 
answers which were requested. 

Mr. Coxe. Then it isn’t entirely just fear? 

Mr. Carpenter. It is not. 

Mr. Cour. It is the actual annoyance, inconvenience, and expense 
involved in meeting these regulations? 

Mr. CARPENTER. Yes, sir, and the upshot of this particular case 
that I have in mind was this, when it was found—in fact, the company 
said ‘‘ All right, come on into the plant and we will be glad to be one 
of the 92 firms to help you get this information.” 

They sent a man over there, and he spent several days in this plant. 
And when he found out what the case was, he virtually threw up his 
hands and said ‘‘I am going back to Washington. I give up.” And 
he said to the general manager of the co-op—this was a co-op—‘If 
you were to supply this information yourselves on a voluntary basis, 
could you do it?” And their auditors and bookkeepers went to 
work onit and found it would cost over $10,000 to comply on a product 
selling at 79 percent of parity, and one selling at 80 percent of parity. 

Mr. Coir. You made a very good case. 1 won’t keep you because 
I know you have to leave. 

Mr. Wotcort. How are they selling in respect to ceiling prices? 
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Mr. Carpenter. Oh, they are below ceiling prices. The figures, 
Congressman Wolcott, are: Chickens, 6.5 cents per pound under the 
legal minimum for ceilings. 

Eggs, 10.2 cents per dozen under the legal minimum for ceilings. 

And they have never been above ceilings. 

Turkeys, 6 cents a pound under the legal minimum for ceilings. 

Mr. Cote. What about ducks? 

Mr. Carpenter. Two cents a pound under legal minimum for 
ceilings. 

Mr. Brown. We are very glad to have your testimony, Mr. Car- 
penter. You may be excused. 

Mr. Carpenter. Thank you, Congressman Brown. 

Mr. Brown. The committee will adjourn now to meet at 10 
o’clock tomorrow. 

(Whereupon, at 4:30 p. m., Monday, May 12, 1952, the committee 
was adjourned to 10 a. m. Tuesday, May 13, 1952.) 
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TUESDAY, MAY 138, 1952 


Hovusr oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman of 
the committee) presiding. 

Present: Messrs. Spence, Brown, Patman, Rains, Multer, Deane, 
McKinnon, Addonizio, Dollinger, Burton, Fugate, Wolcott, Talle, 
Cole, Nicholson, and Betts. 

The CuarrMAN. The committee will be in order and we will resume 
hearings on the Defense Production Act. 

Call the first witness, Mr. Clerk. 

The Cuierk. The first witness is Mr. Sol Lavitt, representing the 
National Potato Council and Vegetable Growers Association of 
America. 


STATEMENT OF SOL LAVITT, REPRESENTING THE NATIONAL 
POTATO COUNCIL AND VEGETABLE GROWERS ASSOCIATION 
OF AMERICA 


Mr. Lavirr. Mr. Chairman, I would like to preface my statement 
by saying that I am a potato grower and not a vegetable grower. 

The CHarrMAN. Perhaps you better identify yourself for the record, 
first. 

Mr. Lavirr. My name is Sol Lavitt, and I would like to preface 
the reading of my statement, Mr. Chairman, by saying that I am a 
potato grower and not a vegetable grower, and any questions per- 
taining to vegetables which your committee might have, I would 
like permission to answer in a supplemental statement by the Vege- 
table Growers Association. 

The CuarrmMan. We will try to get the committee to confine itself 
to potatoes. 

Mr. Lavirr. Thank you, sir. 

My name is Sol Lavitt. I ama potato grower at Ellington, Conn. 
I am also vice president of the National Potato Council and chairman 
of the council’s special committee on the Office of Price Stabilization. 
In addition to speaking for the council, I am also speaking, today, 
for the Vegetable Growers Association of America and this statement 
is presented jointly on behalf of these two national farm organizations. 

Potatoes are one of the few crops grown commercially in every 
State in the Nation. The National Potato Council represents approxi- 
mately 90 percent of this commercial acreage. Mr. E. J. Peters, of 
Wasco, Calif., is president of the council. 
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Vegetables of some kind are also produced commercially in every 
State. The Vegetable Growers Association of America represents 
this large group of producers. Mr. Walter F. Pretzer, of Brooklyn 
Heights, Rural Free Delivery 4, Cleveland, Ohio, is president of 
this organization. 

The National Potato Council and the Vegetable Growers Associa- 
tion of America respectfully propose to this committee that perishable 
vegetables be exempt from price control. 

We fully realize that those who know nothing about vegetable pro- 
duction will immediately label this recommendation as “Selfish,” 
without even waiting to learn the facts that will prove that such a 
change in the law would be of far greater benefit to consumers than it 
would be to producers. 

The perishable vegetables all have short growing seasons. Some of 
them, such as radishes, are planted, cultivated, harvested, and sold 
within a period of 30 to 40 days. Others, such as snap beans, mature 
within 6 to 7 weeks. Most of them mature within a 90-day period. 
Even the longest maturing, such as potatoes and onions, require only 
120 days from planting until harvesting. 

In the United States, we are fortunate in having, somewhere within 
our borders, some area that is producing per ishable vegetables every 
day in the year, regardless of whether it is winter or summer. In 
addition to this tremendous climatic advantage, we also have pro- 
ducers who meet special demands from consumers for vegetables by 
producing them out-of-season in greenhouses similar to those used by 
florists. 

Producers have utilized every natural advantage of soil and climate, 
and every scientific development in their field, to provide consumers 
with a sure, plentiful, wholesome supply of vegetables. 

They have developed this wonderful production plant to the point 
where it is not at all unusual, in the South and in some western 
irrigated areas, for a State to be both planting and harvesting the 
same vegetable at the same time. 

Part of these vegetable crops usually move to market in fresh form. 
Part of them are processed, depending upon the individual vegetable, 
with canning and the frozen food industry taking the bulk of those 
that are processed. A few of them, such as potatoes and onions, 
can be stored for a few brief months, provided the storage is ade- 
quate and the vegetables are given expert care and attention. 

All of them are highly perishable unless processed, including those 
that are storable for a short period. Processing is limited to those 
vegetables that are especially adapted to processing and is usually 
confined to heavily concentrated production areas. 

Being perishable, these vegetable crops are about the most hazard- 
ous things for a grower to try to produce. When they reach their 
prime, they have to be harvested and they have to be sold for what- 
ever the price may be. There is little chance for the grower to wait 
on the market, as the cotten farmer or wheat farmer may do. When 
vegetables are ready, they have to move to market without delay. 

Weather hazards are a risk that all farmers assume, but the vege- 
table grower assumes far more than the general run of the weather. 
His young and tender crops are far more susceptible to damage from 
heavy rains, drought, hail and frost than are the general run of hardier 
field crops. 
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Price fluctuations for vegetables are sharp and often disastrous to 
producers. When supplies of any vegetable start moving to market 
in volume, prices shoot downward to the full benefit of consumers. 
A high-priced item one week, may well be next week’s bargain. 

For example, when cabbage prices were at their peak last winter, 
it was common knowledge that the Office of Price Stabilization was 
on the verge of putting cabbage under ceilings. While OPS hesitated, 
the cabbage market broke far below the ceiling mark. Had OPS put 
ceilings on cabbage at that time, there would have been no saving to 
the consumer when the market did break because, once ceilings are 
established, the tendency in the trade is to “hold the line” at the 
ceiling figure. 

In a free and open market, when cabbage or any other perishable 
vegetables begin to move in volume, competition forces prices down 
and it is the consumer, not the producer, who benefits. 

In a free and open market, competition forces sellers to put their 
best produce on the market and to live up to the grades and standards 
established in the trade. Under price ceilings, anything goes and the 
consumer frequently pays higher prices for poorer grades, without 
even realizing it. 

As of this date, potatoes are the only perishable vegetable under 
ceiling prices. Had the Office of Price Stabilization been as patient 
with potatoes as it was with cabbage, the chances are excellent that 
ceilings would not have been imposed on potatoes. 

Instead, OPS went ahead with ceilings on potatoes. The regulation 
was signed on January 5, 1952, within 6 days after the agency offi- 
cially learned that potatoes had gone 5 per cent over parity as of 
December 15, 1951. This was the first time in 3 years and 5 months 
that potatoes had even reached parity. 

Lacking agricultural background, the OPS staff went ahead with 
the potato ceiling regulation without even waiting for the report on 
the supply of potatoes on hand as of January 1, 1952, a report readily 
available to OPS the latter part of January. 

At about the same time, the Department of Agriculture, having 
watched the ups and downs of perishables for many, many years, 
evidenced no alarm over the potato supply nor over potatoes creeping 
5 percent above parity for the first time in 3) years. 

Instead the Department of Agriculture viewed the matter quite 
calmly in the Bureau of Agricultural Economic’s “Vegetable Situa- 
tion” for January, 1952. After noting that ceiling prices had been 
announced for potatoes, BAE then said: 


ADEQUATE Potato Stock January 1, 1952 


Stocks of 97 million bushels of merchantable potatoes were held on January 1, 
1952, by growers and local dealers in or near the areas where produced. While 
these holdings are 40-percent smaller than the record stocks a year earlier, they 
are only about 5% million bushels smaller after excluding the 59 million bushels of 
merchantable potatoes the Government purchased after January 1, 1951. This 
relatively small net difference could be offset by possible increases in production 
this year in early States. 


You will note that the BAE promptly pointed out in that summary 
that the net difference in supply could be made up by the early States. 
This is because the early States can produce a crop of potatoes be- 
tween the time that report comes out and the time we run out of 
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potatoes that are carried through the winter months in the late 
States. 

Given that report, and a chance for a firm price in a free market, the 
average potato grower in the early States normally would have planted 
all he could possibly handle. So would all of his neighbors. Within 
100 to 120 days, the markets would be glutted, and consumers would 
go back to eating cheap potatoes. 

But OPS has killed that incentive for potato growers. Instead of 
planting potatoes, they are planting and will plant other crops on 
which they will have a better opportunity to get a fair price. 

Proof of that statement lies in the official Department of Agricul- 
ture figures on potato acreage in the 12 early States of North Carolina, 
South Carolina, Georgia, Florida, Tennessee, Alabama, Mississippi, 
Arkansas, Louisiana, Oklahoma, Texas, and California. 

The average potato acreage planted in these 12 States for the period, 
1941-50, was 451,000 acres. These 12 States have planted as high as 
616,000 acres to potatoes, 

Today, under OPS price ceilings, these same 12 States are planting 
only 260,000 acres to potatoes. The incentive to produce has been 
dulled by OPS ceilings to the point where only a small part of the 
potential potato acreage is being planted to potatoes. 

This is true not only of the 12 early States, but of the entire United 
States and on about the same scale. 

In the annual Prospective Plantings Report, issued by the BAE in 
March 1952, the Department of Agriculture had this to say on potato 
acreage: 

Growers are expected to plant slightly less acreage to potatoes this year than 
was planted in 1951. Intentions-to-plant reports indicate prospective plantings 
of 1,373,000 acres in 1952, compared with last year’s planted acreage of 1,379,000 
acres and the 1941-50 average of 2,457,000 acres. Plantings now in prospect 
are smaller than for any year since 1867. 

OPS has created a situation where the consumer has price ceilings 
but no potatoes. Acreage that could go—and that historically has 
gone—into potatoes, has been driven into other crops. 

This is exactly what happened to potatoes when they were placed 
under price ceilings during the days of the old Office of Price Admin- 
istration. - Let us review briefly the experience under OPA. 

The acreage planted to potatoes in 1942, was the smallest in about 
50 years. Late in 1942, the Secretary of Agriculture declared potatoes 
a Steagall commodity, guaranteeing prices at not less than 90 percent 
of parity for the 1943 crop. In addition, the special incentive pay- 
ment was offered.in an effort to increase potato production. Those 
were war days and we needed all the production we could get. 

Growers responded to this plea by increasing their acreage by 22 
percent, planting 3,355,000 acres. 

Then, ceilings were imposed by OPA on November 26, 1942, at 
$1.08 per bushel, or 99 percent of parity. 

Potato acreage started going down, even though there was a 90- 
percent support price program at this time, and the average return 
to producers for the five crops from 1943 to 1946 was from 101 to 125 
percent of parity. 

In spite of all this, growers, in the face of restrictive regulations, re- 
duced their acreage so that in 1947 only 63 percent of the 1943 acreage 
was planted. 
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OPS apparently learned nothing from the experience of the OPA in 
putting ceilings on potatoes. 

OPS obviously learned little from the White Potato Industry Advi- 
sory Committee, as the committee was called into only one, perfune- 
tory, organizational meeting, before ceilings were imposed. That 
meeting was held on November 15, 1951, more than 7 weeks before 
the ceiling regulation was signed and at a time when potatoes were 
selling at only 76 percent of parity. Only one meeting has been held 
since November 15, 1951—that, on April 23, 1952. 

From the consumer point of view, it is dangerous for an organiza- 
tion to take the position, as OPS apparently does, that it is concerned 
only with the price and not the supply of the Nation’s food and fiber. 

A large portion of the 1951 potato crop had already been sold far 
below parity when the ceiling regulation was signed. The placing of 
ceilings at parity almost the very minute potatoes reached that point, 
made it a mathematical impossibility for the 1951 crop to average 
parity. 

Furthermore, ceilings at parity prohibit growers from recouping any 
losses incurred on previous crops. For example, the 1950 potato crop 
was sold at only 50 percent of parity. Under ceilings, there is no way 
for growers to recover or average out their losses in the bad years. 

Given a free market, perishable vegetable growers can take care of 
a shortage, great or small, in a matter of 3 or 4 months. The demoral- 
izing effect of a ceiling order on the production, handling, and market- 
ing of these products runs for a much longer time. 

So far as the consumer is concerned, the producer can take care of 
the Nation’s needs on these short-season perishable vegetables much 
faster than can a price regulation. The price ceiling customarily 
becomes the market price, without regard to the actual supply, and, 
in the long run, the consumer actually pays more than a free market, 
with its ups and downs, would bring. 

For these reasons, Mr. Chairman, we respectfully urge this commit- 
tee, and the Congress, to exempt perishable vegetables from price 
ceilings in the extension of the legislation under consideration, and 
submit an amendment to accomplish that purpose for the considera- 
tion of this committee. 

Mr. Chairman, we would like to submit an amendment for the 
record. 

The CuarrMan. Without objection, the amendment will be made a 
part of the record at this point. 

(The amendment referred to is as follows:) 


AMENDMENT INTENDED TO BE PROPOSED BY Mr. —— To THE Brun (H. R. 
6546) To AMEND AND EXTEND THE DEFENSE PrRopucTION Act oF 1950, As 
AMENDED, AND THE Hovusinc AND Rent Act or 1947, As AMENDED 
Page 3, after line 6, insert the following new subsection: 

“(e) Paragraph (3) of section 402 (d) of the Defense Production Act of 1950, as 
amended, is amended by adding at the end thereof the following: ‘No ceiling shall 
be established or maintained hereunder for any perishable vegetable, including 
white flesh potatoes, sweetpotatoes, and onions.’ ” 

The CxHatrman. How perishable are potatoes? How long can 
potatoes be kept in marketable condition? 

Mr. Lavirr. Sir, potatoes that are harvested up through the months 
of July and August must go to market immediately at harvest time. 
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Beginning in September, potatoes grown in the so-called late States 
are storable and can be marketed from that time through the next 
April or May. About the end of May would be the end of the old- 
potato marketing season. 

The CuHarrMAan. What would be the percentage of spoilage? 

Mr. Lavirr. In those potatoes that are stored? 

The CHAIRMAN. Yes. 

Mr. Lavirr. There is quite a shrinkage factor, Mr. Chairman. In 
most cases we would figure a minimum 10-percent shrinkage by weight 
only in addition to shrinkage by grade defects. It might run any- 
where from 10- to 25-percent shrinkage factor. 

The CuHarrman. When was the support price removed from 
potatoes? 

Mr. Lavirr. Support prices were removed with the planting of the 
1951 crop. That was the first crop in a free market, without price 
support. 

The CHarrmMan. Are there any questions? Mr. Wolcott. 

Mr. Wo corr. I have no questions at this time. 

The Cuarrman. Mr. Brown. 

Mr. Brown. Potatoes grown in certain portions of the country, 
are not storable, are they? 

Mr. Lavirr. Congressman Brown, I would say that by far the ma- 
jority of the late-crop-producing areas can store potatoes. It is in the 
so-called early and intermediate States, which have their harvests up 
through the month of August, where potatoes have to go to market 
immediately. 

Mr. Brown. That is all. 

The CuarrMan. Are there any other questions? 

Mr. Burron. Mr. Chairman. 

The CHarrmMan. Mr. Burton. 

Mr. Burton. We are told that there is an ample supply of potatoes 
near producing centers and that they are not moving through normal 
channels. Why? 

Mr. Lavirr. Sir, you are speaking of an ample supply of potatoes 
at this moment? 

Mr. Burron. Well, certainly up until very recently and probably 
at this moment. 

Mr. Lavirr. There are certain areas that are harvesting their 
potatoes right now, such as the Hastings, Fla., area; the State of 
Alabama; California is getting into the harvest—but I wouldn’t say 
that the supply of those potatoes is ample, by reason of the fact that 
the acreages in those areas are considerably less. Alabama, and 
Florida, I believe, are less than would have been without price ceilings. 

Mr. Burton. Was there a late crop that was not harvested, or 
which did not move to market through normal channels? 

Mr. Lavirr. There is considerable publicity at the moment that 
potatoes are not moving through normal channels, and I have here 
some trade publications which have some very recent articles on the 
fact that potatoes are not moving through the normal channels of 
supply, by reason of OPS regulations which have created a chaotic 
situation throughout the industry. 

Mr. Burton. Not only the present publicity, but over a period of 
6 months, I have had correspondence from wholesalers in my area to 
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that effect, and their position was that there were potatoes but they 
were not moving to market through normal channels. 

Mr. Lavirr. That is very true, sir, because I believe the figures 
will bear me out in that actually we only had a very slight total crop 
less than what the United States Department of Agriculture figured 
we needed, 

Our production of potatoes was just a few percentage points less 
than what the country needed. But by reason of the fact that the 
normal marketing of potatoes had been completely upset by regula- 
tions which did not take into consideration the usual trade practices, 
the bulk of that crop moved through other than normal channels. 

Mr. Burron. But the crop moved through other than normal 
channels. It was not left in producing areas, or there was no spoilage. 

Mr. Lavirr. No, sir; the crop did move to market. 

Mr. Burron. It moved to the consumer. 

Mr. Lavirr. But not the way it would have moved under normal 
marketing practices. 

Mr. Burton. Why? 

Mr. Lavirr. OPS regulations failed to take into consideration prac- 
tices that the potato industry had built up over many years, such as 
grade differentials, packing differentials—the one outstanding item [ 
mention is, for example, washing of potatoes, which has become a 
very progressive practice in recent vears and up until this day potatoes 
that are being washed at harvesttime are not allowed any more price 
than unwashed potatoes. 

For example, a bag of potatoes today, moving out of Hastings, Fla., 
whether it be washed or unwashed, carries the same ceiling price. 

Now, the National Potato Council recommended to OPS back in 
January—and we have continually asked them-—for an allowance for 
potatoes that are washed at the time of harvesting, and OPS has 
continually refused to make any such allowance. Well, that is an 
outstanding example of completely ignoring a normal trade practice. 

Now, how can a packer of potatoes who is washing them compete 
with a packer of potatoes next door who is not washing them—both 
packages of potatoes getting the same ceiling price. 

Mr. Burron. You have suggested removal of ceilings. 

Mr. Lavirr. Yes, sir. 

Mr. Burron. Can you offer any other solution? 

Mr. Lavirr. Sir, we believe that if potato ceilings had not been 
imposed in January, that we would today have a more ample supply 
of potatoes coming out of the early producing States. The record 
will bear me out that the acreage planted in the early States, after 
price ceilings were imposed, is a lesser acreage than the same States 
had shown earlier intentions to plant, prior to the ceiling price an- 
nouncement. Potato growers actually changed their minds, in these 
early producing States, about how many acres of potatoes would be 
planted after they knew that the crop woud move under price ceilings, 
and, if ceiling prices were removed today, there is still ample time, 
in the late producing States, to increase the acreage sufficiently to 
have an ample crop of potatoes in 1952. 

Mr. Burron. And under those conditions do vou think we could 
reasonably expect prices that would not be excessive? 

Mr. Lavirt. Very definitely, sir, the potato farmer is, by nature, a 
very ambitious sort of person, and, following a good price market, the 
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records will show that we always had not only an abundant supply, in 
the next crop, but more than an abundant supply. 

In other words, we will overproduce rather than underproduce, 
following a good price season. 

Mr. Burton. Thank you. 

The CHatrman. What States produce potatoes commercially? 

Mr. Lavirr. Sir, potatoes are produced commercially in almost 
every State in the Union. There are potatoes being planted and 
harvested almost every month in the year. 

The CHatrMan. Are there further questions? 

Mr. Corer. How sharp is the fluctuation of prices of potatoes in a 
normal market? Does the price break sharply? 

Mr. Lavirr. There are times when that does happen, sir. Espe- 
cially in the early States, where they are a highly perishable commodity 
at that time, potato prices can vary considerably from week to week, 
as new areas come into production. More ample supply will cause 
the market to weaken considerably. 

Mr. Coir. Compared to the peak price in a normal market, what 
is the ratio of the price ceiling now? 

Mr. Lavirr. The ceiling was established back in January at sup- 
posedly parity return to the grower. The markets at that time were 
lower than the ceiling prices established. 

Mr. Cote. By about how much? 

Mr. Lavirr. I believe the records show that they were very close 
to ceiling. I would say very close to the prices that were established 
shortly before ceilings came on. 

Mr. Coie. How much rise in price would you expect if the ceilings 
were taken off? 

Mr. Lavrrr. If the ceilings had not been imposed, I believe that 
the potato prices would have shot up rather sharply for a short period 
of time, and we would have, no doubt, experienced some consumer 
resistance, at extremely high prices, and the potato market would have 
again eased back by reason of a lesser demand; potato acreage, in 
Southern States, would have increased very sharply so that at this 
point right now, wherein we are harvesting early-State potatoes, an 
increased supply, due to increased acreage, would have brought 
potatoes back below the price they are selling for today. 

Mr. Nicuouson. Mr. Chairman. 

The CuarrmMan. Mr. Nicholson. 

Mr. Nicuorson. Did I understand you to say that you couldn’t 
get a different price on graded potatoes; that you get the same price 
that you do for bagged potatoes of any kind? 

Mr. Lavirr. No; I said this, Congressman Nicholson, that the 
allowances for the different gradings, and different types of packages, 
were insufficient to the extent that the usual trade practices were 
completely upset—such as insufficient allowances for putting up 
potatoes in 10-pound bags, which has become a very popular item 
with the consumer, no allowance for the washing of potatoes at time 
of harvesting, no allowance for the waxing of potatoes at the time of 
harvesting. 

Those are practices which have been built up in the past 10 years 
or so, which have greatly improved the marketing of potatoes. 
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Now, with insufficient allowances and mark-ups for these normal,’ 
usual trade practices, OPS has directly upset all of the good, or a good 
portion of the good that has come about in marketing of potatoes in 
the past several years. 

Mr. Nicuoxson. Is that because they have the same price? 

Mr. Lavirr. They do have a sliding scale of prices, but the difference 
between the ceiling price on a 100-pound bag of potatoes, and a 10- 
pound bag of potatoes, is far insufficient to take care of only the 
extra costs involved in packaging the 10-pound bag of potatoes. 

Mr. Fuecars. Mr. Chairman. 

The CHarrMan. Mr. Fugate. 

Mr. Fueate. Is it true that growers and distributors have resorted 
to the practice of selling potatoes for seed, rather than for eating 
purposes, in order to avoid OPS ceilings? 

Mr. Lavirr. Sir, the OPS regulations cover only tabje-stock 
potatoes. Seed potatoes are exempt from the ceiling regu lations, 
But ‘seed potatoes” is defined as only those potatoes which are 
certified by State or other recognized certifying agencies, and the 
individual bag of potatoes is so tagged. 

So that, actually, a bag of seed potatoes must be seed in order to 
be exempt. 

Mr. Fuearer. But there is no inhibition against the eating of that 
potato; is there? 

Mr. Lavirr. No, sir; it will eat just as well. 

Mr. Fueare. ss a matter of fact, usually they are better. 

Mr. Lavirr. Well, they are generally of the best quality. 

Mr. Fueare. Well, it is true, I know, that they use that means of 
selling potatoes at a higher price. 

Mr. Lavirr. Well, the producer of the seed potatoes is exempt 
from the ceiling regulation because they are seed. 

Now, once they leave the production area, that producer has no 
control over whether that sack of potatoes will be eaten by a Congress- 
man, or whether it will be planted by his neighbor. 

Mr. Fuears. But it works to get a higher price for the potatoes? 

Mr. Lavirr. The production of certified seed in this country, sir, 
is a very small percentage of the over-all national production and 
the costs of producing this certified seed are considerably greater 
than those of producing table stock, so that the return to the producer 
is more in line with what he is entitled to. 

But some of these seed potatoes, no doubt, have gotten into channels 
of consumption rather than channels of planting. 

Mr. Fucartsr. That is all, Mr. Chairman. 

The CHarrMAN. You may stand aside. We are glad to have your 
views. 

Call the next witness, Mr. Clerk. 

The Cierx. The next witness is Mr. William J. Grede, president of 
the National Association of Manufacturers. 

The Cuarrman. Mr. Grede, you may identify yourself, and proceed 
as you wish. If there is anything you desire to insert in the record, 
you may have the privilege of doing so. 
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STATEMENT OF WILLIAM J. GREDE, PRESIDENT, RALPH W. ROBEY, 
VICE PRESIDENT AND CHIEF ECONOMIST, AND LAMBERT MIL. 


LER, GENERAL COUNSEL, NATIONAL ASSOCIATION OF MANU- 
FACTURERS 


Mr. Grebe. Mr. Chairman, my name is William J. Grede. I am 
president of Grede Foundries, Inc., Milwaukee, Wis., making gray 
iron and steel castings, and I am president of the National Association 
of Manufacturers, and that is the capacity in which I appear here 
today. 

I have with me the vice president and chief economist of the Na- 
tional Association of Manufacturers, Dr. Ralph Robey, and the gen- 
eral counsel of the National Association of Manufacturers, Mr. Lam- 
bert Miller. 

To summarize briefly our position: 

We recommend that price, wage, and civilian material controls come 
to an end on June 30, 1952, and the free market again be permitted to 
function in these areas. In view of the present situation, the Congress 
should enact legislation to prohibit the executive branch of the Govern- 
ment from (1) establishing any extrastatutory agenciesfor handling 
disputes, and (2) seizing private property as a device for attempting 
settlement of labor disputes. The power to carry on a further program 
of credit control by the Federal Reserve System should be provided in 
an amendment to the Federal Reserve Act. 

Only harm to our economy and thus to our mobilization effort can 
come from the continuation of price, wage, and civilian material con- 
trols. The record against economic controls is overwhelming. They 
impede production, impair incentives, and increase costs both for 
industry and Government, and they require tons of useless red tape. 
They lead to demands for ever more controls to attempt to shore up 
the inevitable failures of existing controls. 

The act so far as price and wage controls are concerned tries to 
accomplish the impossible. The economic objectives of the act are 
not attainable through Government planning and controls. 

You will recall that in the section on declaration of policy it is 
stated that: 


It is the intention of the Congress that the President shall use the powers con- 
ferred by this act to promote the national defense, by meeting, promptly and 
effectively, the requirements of military programs in support of our national se- 
curity and foreign-policy objectives, and by preventing undue strains and dis- 
locations upon wages, prices, and production or distribution of materials for 
civilian use, within the framework, as far as practicable, of the American system 
of competitive enterprise. 

No powers contained in this act or any that might be granted could 
possibly prevent “undue strains and dislocations.’’ Instead, the act 
creates such conditions. Having created them, there is no way by 
which they can be corrected through Government planning. Only 
the free market and sound fiscal and credit policies can do that. 

Controls can never cure or check inflation. They deal only with 
symptoms and not with causes. Instead of continuing economic 
controls, we urge the adoption of a program which will eliminate the 
causes of inflation. Here is what should be done: 

1. Cut Government spending. 
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2. Balance the Federal budget by such a cut in spending and adopt 
the sound principle of pay as we go. Pay as we go means taxing as 
much as Government spends, and conversely, not spending more than 
= people are able and willing to pay. 

The use of both general and specific controls by the Federal 
Reserv e System to prevent the inflationary expansion of credit, either 
through private or public sources. 

4. Attainment of a better balance between income and consump- 
tion taxes. Taxes imposed to cover expenditures should not curtail 
savings and investments. A greater proportion of Federal revenue 
must be raised through broadly based consumption taxes. 

Protect incentives for increased productive efficiency. The free 
market should be allowed to distribute the 80 percent to 85 percent of 
our national output not directly or immediately related to the defense 
effort. Only by the protection and encouragement of such free 
markets can we hope to get the maximum efficiency in production of 
both defense and civilian needs, the expansion of facilities, and the 
endless search for new products which will assure that the living 
standards of our civilian population are kept at the highest possible 
level. 

The greatest threat to the American public is big Government. 
With a deficit of over $14 billion forecast for the fiscal year 1953 
because of fantastic spending, the Government will be further under- 
mining the American standard of living. Our association’s detailed 
analysis of the 1953 budget reveals that $14.8 billion could be elimi- 
nated without impairment of any civilian functions or weakening of 
the defense program. Such a cut would balance the 1953 budget 
and make a constructive contribution to economic stability. No 
dike of controls can be built high enough to restrain the flood of in- 
flation if unsound fiscal policies are permitted to continue. 

One effective tool against inflation is the regulation of consumer 
credit. This does not necessitate a Defense Production Act. In- 
stead the Federal Reserve Act could be amended giving the Federal 
Reserve the power to carry out a sound credit-control program. 

One of the most vicious aspects of all Government controls is the 
fact that control mechanisms, in addition to being ineffective, inevi- 
tably lead to exercise of additional powers entirely removed from 
congressional intent at the time that controls were forged. 

A case in point is the misuse that has been made of the Wage 
Stabilization Board by converting it into an agency for governmental 
settlement of labor disputes. 

The Wage Stabilization Board was presumably set up under title 
IV of the Defense Production Act to administer wage stabilization. 
There is no longer any illusion as to its “stabilizing” effects. Since 
controls were imposed, wages have risen at a rate over 70 percent 
greater than have prices—and the level of prices, of course, has not 
been primarily determined by price controls, since many prices are 
considerably below the ceilings. 

Aside from its alleged wage stabilization functions, however, at the 
insistence of organized labor, the Wage Stabilization Board was 
clothed with authority to intervene in the settlement of labor dis- 
putes. While the Wage Stabilization Board’s authority was theo- 
retically limited to making recommendations to the President rather 
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than ordering into effect conditions of employment, recent events 
have demonstrated that the executive branch of the Government js 
prepared to resort to unconstitutional seizure of private property iy 
order to impose the “recommendations” of the Board. 

As a result of this unwarranted vesting of additional power in thie 
Wage Stabilization Board, more and more disputes are being referre: 
to that Board. Currently, we are informed that over 100 companics 

‘are involved in disputes cases pending before the Board—and these 
are only the beginning. In one case alone—the petroleum dispute— 
over 70 different companies having entirely different operations, 
dealing with different unions, and having hundreds of separate co:- 
tracts for individual plants, have been certified to the Wage Stabiliza- 
tion Board as a single dispute, thereby bringing on the sinister danger 
of industry-wide bargaining to an industry which has traditionally 
carried on its collective bargaining on a local and plant basis. 

This is only the beginning of the impact of Government determina- 
tion of conditions of employment. In the Wright case, the Board has 
“recommended” features in a collective bargaining agreement which 
were not at issue between the parties. In the Borg-Warner case, the 
Board has invaded an area reserved by law for the National Labor 
Relations Board in presuming to pass on what should be an appro- 
priate collective bargaining unit. In the steel dispute case, the Board 
has put the Government in the position of imposing a compulsory 
union shop upon this bellwether industry, in addition to giving a 
strong upward push to the inflationary spiral. In the Steel case, you 
may recall that the public-labor majority of the Wage Stabilization 
Board, in the name of stabilization, recommended imcreases which 
the industry members of that agency estimated would total 29.8 
cents in terms of costs per employee hour. 

It is also pertinent to point out that the union claimed it was 
entitled to 35 cents per employee hour under the then existing WSB 
policies. The dissenting industry members said that— 
ironically the increases recommended are far greater in the aggregate than any 
increase ever before voluntarily bargained, or recommended, in the steel industry. 
It is absurd that the largest increases in history should be recommended in a dis- 
pute case during a period of stabilization. 

When such recommendations can be made in the name of stabili- 
zation, it seems clear to me that wage stabilization is a sham, it deludes 
the public, and in fact promotes rather than opposes inflation. Yet 
these record-breaking recommendations were defended by Mr. Tru- 
man and the public members of WSB as “being in accord with 
stabilization policies.”” Mr. Charles E. Wilson, then Director of the 
Office of Defense Mobilization, felt however that they were a “serious 
threat to our year-old effort to stabilize our economy.” This view 
is shared also by other impartial observers. Thus, for example, Har- 

vard professor Sumner H. Slichter said in an address as recently as 
April 22: 


No matter how much the individual concessions granted the steelworkers 
fell within area or industry patterns, the total was of record-breaking size. And 
it was granted to men who are described by their union as standing in the fore- 
front of American industrial workers in wages and working conditions. If such 
a package does not violate the letter of the Board’s rules, that is an indication of 
the inadequacy of those rules. Certainly it violates both the reality and spirit 
of wage stabilization. 
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Asking how such a result could be reached, Professor Slichter 
answered by saying it was because the Board became a bargaining 
body rather than the quasi-judicial body which the public assumes 
it to be. 

The public members, he said: 

— attempting to find the lowest terms that would induce the union to forego a 
strike. 


He added the following which I wish to emphasize to you: 


Interpretation of wage stabilization policies by bargaining means that the 
policies will mean one thing when the union is small, weak, and nonmilitant and a 
very different thing when the union is strong and tough and the industry is vital 
to defense. Such methods of administration are intolerable in a free society, 
and sooner or later the courts are bound to hold that fixing the legal obligations 
of employers by bargaining between administrative officials and union repre- 
sentatives does not meet the requirement of due process of law and does not 
provide a constitutional basis for restrictions on the use of private property. 
Certainly, rejection by the employer of bargains made between the public and 
the union representatives is not a sound basis for seizure of the employer’s 
property by the Government. 

These are harsh words; they are strong words; they are true words, 
and we all know it. They support the charge made by the industry 
members of the WSB in the Steel case that ‘the dispute processes of 
the Board have been used as an instrument of union appeasement.” 

Experience has uniformly demonstrated that seizure, with or with- 
out due process of law, does not settle labor disputes, instead it 
prolongs them because it discourages the type of collective bargaining 
which could resolve the issues. This is illustrated not only by the 
Steel case but by the coal cases of World War II and the current 
railroad situation in which the dispute remains unsettled after nearly 


2 years of Government possession and operation. 

Threat of seizure is not, of course, the only threat to collective 
bargaining. Discouragement of genuine collective bargaining and 
romotion of disputes is also provided by the mere presence of a 
Federal agency authorized to intervene in relations between employers 


and employees or their representatives. Thus, as stated in the 
Department of Labor’s publication Monthly Labor Review for 
January 1951: 

The very presence of the NWLB, although it constantly sought to encourage 
collective bargaining, tended to encourage disputes and strikes in situations where 
one party or the other felt that this was the only way to bring a dispute to the 
Board’s attention. The disputing parties looked to the Board to sustain their 
respective positions. 

The Wage Stabilization Board, as did the National War Labor 
Board, has jurisdiction over both wage stabilization and labor dis- 
putes. Combining these incompatible functions did not work during 
World War IT and it has not and cannot work today. Now, as then, 
wage stabilization will fail and collective bargaining will die. The 
reason is well stated by Professor Slichter who says: 

In critical cases, such as the Steel case, the Board is primarily concerned with 
preventing interruptions to production rather than deciding disputes over the 
interpretation and application of wage stabilization policies. The more strongly 
the Board feels the necessity of preventing interruptions to production, the larger 
are the concessions it will recommend in order to preserve industrial peace. And 
we have seen that the rules of the Board set virtually no limit to the concessions it 
will recommend in order to preserve industrial peace. And we have seen that 
the rules of the Board set virtually no limit to the concessions it will recommend 
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in order to preserve industrial peace. And we have seen that the rules of the 
Board set virtually no limit to the concessions that the Board may recommend 
and still not violate its rules for stabilizing wages. In the Steel case the Board 
proposed record-breaking concessions because it was more concerned with prevent- 
ing an interruption to defense production than with protecting the country against 
inflation, 

It must be apparent that neither collective bargaining, which is still 
our basic national policy, nor wage stabilization, can possibly survive 
in an atmosphere such as that described by Professor Slichter. So 
long as either party to negotiations, or a dispute, feels it can get a 
better deal by going to a Government agency there can be no true 
collective bargaining or any semblance of labor peace. Especially 
is this so when at least one branch of organized labor makes no secret 
of its campaign to break the stabilization program. 

In the Steel case as well as all other disputes, the existence of a 
Government board empowered to thus interfere in the relations be- 
tween management and union has made a farce of collective bargain- 
ing. 

The events of the past 2 months fully support the comments made 
by the New York Times, December 30, 1951, in an article entitled 
“Collective Bargaining Bows to United States Controls”: 

In the general jubilation over the averting of a national steel strike, one casualty 
was overlooked—a frail and bloodless fellow called Free Collective Bargaining. 

He was carted out to the slag dump when the steel companies and Philip Mur- 
ray’s United Steelworkers of America, CIO, registered their readiness to go along 
with President Truman’s plan for submitting their contract disputes to the facili- 
ties of the Wage Stabilization Board. 

Let us be perfectly frank about it. Genuine collective bargaining 
is a hard and difficult task. Therefore, the leaders or organized labor 
find it much easier to achieve their ends by circumventing collective 
bargaining through the utilization of a friendly Government agency. 
The temptation to do this is irresistible when a union as in the case of 
the steelworkers is in ‘‘a particularly fortunate position” in having a 
“rather friendly gentleman in the White House.’’ (Statement of the 
secretary-treasurer of the United Steelworkers of America, March 27, 
1952, CIO State Convention, Pennsylvania.) 

So long as one side or the other feels that it can get a better deal by 
going to a Government agency, there can be no true collective 
bargaining. 

In the Labor-Management Relations Act of 1947, the Congress 
provided the President with a carefully considered statutory means, 
of proven effectiveness, for handling labor disputes which threaten 
the national health or safety. In part, the national emergency pro- 
visions of the Labor-Management Relations Act authorize the Presi- 
dent to establish boards of inquiry to find the facts. These boards 
are expressly prohibited from making recommendations, however, as 
to how a particular controversy should be settled. 

This is the vital difference between the present authority of the 
Wage Stabilization Board to make recommendations and the statutory 
pattern established by Congress for dealing with national emergency 
situations. In the latter case, there is no assurance that the Govern- 
ment will seek by any means to enforce the findings of fact made by 
a board of inquiry and true collective bargaining js thereby encouraged 
to operate. 
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On the other hand, however, where recommendations are made, 
collective bargaining is nullified because experience has shown they 
are always backed up by direct or indirect Government pressures. 
Congress knew these to be the facts and considered them to be con- 
trolling when it prohibited emergency boards from making recom- 
mendations and chose, rather, to place its reliance on collective 
bargaining. If the dispute is not resolved during the injunction 
period, a secret ballot vote must be held to determine whether, at that 
ultimate point, the employees choose to accept the employer’s ulti- 
mate offer or go on strike. In the event the procedures and remedies 
of the Labor-Management Relations Act fail to bring about a settle- 
ment within the prescribed period, the President is then required to 
report to Congress “with such recommendations as he may see fit to 
make for consideration and appropriate action.” 

Rather than rely on this expression of legislative judgment, however, 
the President gave the WSB disputes authority as part of the price 
paid to organized labor for again participating in the defense program 
after it had ‘“‘walked out.’’ The results of this disregard of the 
legislative judgmeat is now before the courts in the steel case. 

The creation of such an agency is a clear and obvious flaunting of 
the intent of Congress as clearly expressed in the Labor-Management 
Relations Act of 1947 and the Defense Production Act. 

We urgently recommend that Congress provide by specific legisla- 
tive enactment, which would exist independently of the Defense 
Production Act, that no agency of government shall order, recom- 
mend or otherwise impose terms of settlement in any labor dispute, 
except as expressly provided by law. Furthermore, there must be 
a clear statutory prohibition against seizure of private property as a 
device for attempting settlement of labor disputes. 

Inflation is the result of more purchasing power coming into the 
market to buy goods than there are goods available. Thus, in ap- 
praising the outlook for inflation, both sides of the equation, supply 
and demand, must be analyzed. 

In the case of some materials, the Government has done more 
than just predict scarcities, it has allocated us into shortages. This 
is becoming more evident daily as the supply situation for key raw 
materials shows constant improvement. It would improve even more 
if the free market were permitted to function and govern distribu- 
tion of materials not actually needed for defense. Major dislocations 
and unemployment problems traceable to the present method of ma- 
terials allocation would be alleviated by such action. <A free market 
would be of particular assistance to small business. 

Many examples of inaccurate forecasts by Government economists 
could be cited—the very forecasts designed to force the imposition 
of a control program on the American economy. One of the best 
illustrations of what is happening with respect to supplies of key raw 
materials is given by Manly Fleischmann in his letter of March 24th 
to Senator Burnet R. Maybank. Mr. Fleischmann says in part: 

It is now possible without jeopardizing any defense related production to 
increase allocations to the area where the sharpest cuts have heretofore been 
necessary—the area of consumer goods. I am able to report that we have 
increased allocations for such use of aluminum for about 37 percent more than 
second quarter, of copper production by about 19 percent and steel by about 15 
percent. 

97026—52—pt. 1-45 
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The events of the past year well illustrate a basic fallacy of govern- 
ment planning. Government economists develop a forecast and 
whole series of policies and rules and regulations are predicated upon 
these forecasts. No automatic checks and balances are inherent in 
this type of system. Government planning substitutes the decision 
of one man or a small group of men for the decisions of millions of 
consumers, workers, and business managers. The obvious implica- 
tion is that a supreme planner can and will make the right decisions 
and that the net result of millions of decisions by individuals can no 
longer be trusted. When serious mistakes are made by Government 
economists, which so often is the case, the entire economy is hurt 
and since the free market has been shackled, it cannot operate to 
correct quickly these mistakes. 

You will recall that last year a great number of additional powers 
were requested by the administration and that the proponents of 
these amendments issued dire predictions that the defense effort would 
be impeded and that inflationary pressures would be greatly accel- 
erated if these powers were not granted. The wisdom and foresight- 
edness of the Congress in turning down these demands for additional 
powers has been clearly demonstrated and more than amply justified 
by the events of the past year. 

In his statement to the Senate Banking and Currency Committee 
in March, Mr. William McChesney Martin, Jr., Chairman of the 
Board of Governors of the Federal Reserve System, appeared sur- 
prised that inflationary pressures had abated during the past year. 

Who at this time last year— 
said Mr. Martin— 
thought that inflationary pressures were at a peak, at least temporarily, and that 
the year ahead would be characterized by relative stability that was in fact 
achieved? 

When we appeared before this committee last year, our analysis 
clearly showed that such abatement in inflationary pressures would 
occur. The outlook for consumer goods supplies is much birghter 
today and the future can be viewed with a great deal of confidence 
and certainty unless the administration’s policies change the situation. 
The steel case provides a good example of administration policies 
artifically interfering with maximum output. 

The case presented by administration spokesmen in March before 
the Senate Banking and Currency Committee in favor of the extension 
of the act lacked conviction and factual support. For example, no 
facts were presented to prove the contention that controls are abso- 
lutely necessary in the present situation. Ellis G. Arnall, the Price 
Director, said: 


It seems likely that after a few months of slight decline we will again be face to 
face with price increases. 


However, he gave no supporting evidence for this prediction and 


apparently expected the committee to accept it at its face value. 
Another argument advanced by the spokesmen was that continua- 
tion of the act was necessary because some emergency might occur. 
Emergencies are always possible and the same argument could be used 
to justify a permanent machinery for price and wage controls which, 
in turn, could scuttle our freedom and halt our economic progress. 
Our industrial growth and economic progress to date have largely been 
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the result of a free market. Only those who glory in having power 
over others would benefit from abandoning the free market. They 
have no regard for the public interest. 

Another argument advanced in favor of controls is the so-called 
relative stability of prices during the past year. It is contended that 
since the stability has been achieved, the future would be threatened 
if controls were not continued. ' The relative stability of the over-all 
price index in 1951 was nothing more than the accidental result of a 
mathematical average and in no sense means that price controls have 
been effective. 

Consider the wide disparity of the price trend in different products 
as shown in chart 1. A decline occurred in 19 of the product groups in 
the index, while another 19 showed a price rise. Three of the product 
groups showed no change. For products which registered an increase, 
controls obviously have been ineffective, for products which registere« 
a price drop, controls have obviously been unnecessary. 

There is no present evidence of any general shortage of consumer 
goods and no significant shortages are indicated for the remainder of 
1952. This view is supported by Mr. Wilson in his Third Quarterly 
Report to the President. According to his estimates, the amount of 
national output left for consumers and Government nondefense needs 
will remain virtually unchanged in 1952. Mr. Wilson presented these 
estimates graphically and we have reproduced them in chart 2. 
American provate industry has turned in outstanding production 
records—not because of but despite the Defense Production Act. 

Business inventories continue at a high level and are a further indi- 
cation of the adequacy of consumer supply in 1952. Chart 3 shows 
that the dollar value of stocks of goods in the hands of business in- 
creased by over 30 percent between June 1950 and July 1951, and 
since then has not declined significantly. Fear of shortages following 
the announcement of mobilization plans and threat of controls caused 
this build-up. When shortages did not develop, efforts were made to 
reduce inventories but they have continued at a high level. 

The favorable outlook for consumer goods is partly due to the 
great plant expansion programs undertaken by private industry. 
In 1951, as shown by chart 4, we had 87 percent more capacity than 
in 1939. If present plans are carried out, the increase in 1952 will 
raise capacity to a level more than double that of 1939. The chart 
also shows that every major industry has increased its capacity. 
Increases between the end of 1949 and the close of 1952 based on 
latest estimates will range from 12 percent in the petroleum refining 
industry to 65 percent in the transport-equipment industry. 

There is practically universal agreement that there will be no short- 
ages of nondurable goods or services and that any shortages that may 
develop would be in the field of consumer diseable oods. In view of 
this fact, the two fields must be examined separately. 

In order that the impact of any impending changes in the production 
of major consumer items can be properly evaluated for their effect on 
total consumer expenditures, chart 5 gives a breakdown for each major 
type of expenditure as a percentage of total consumer outlays (average 
of 1948, 1949, and 1950). 

Food, the most important item in the consumer budget, accounting 
for about 28 percent, will be in plentiful supply in 1952. Based on 
the information now available, the Department of Agriculture gives 
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the following official summary of its expectations (the National Food 
Situation, January-March 1952, United States Department of Agri- 
culture): 

Food supplies for 1952 are expected to be sufficient to maintain domestic food 
consumption per person at least as high asin 1951. Substantial stocks of storable 
foods are avialable from last year’s crops and the output of most livestock products 
and winter crops is relatively large. If weather conditions are about normal and 
livestock marketings follow usual patterns, the year’s output of.food for sale and 
farm-home consumption may set a new record. 

The Department’s estimates of certain major food items is given in 
chart 6. Per capita consumption in 1952 of meat, eggs, chicken, and 
fluid milk and cream, foods important to health and to high standards 
of living, will be substantially higher than in prewar levels. Meat 
consumption in 1952 will show a slight drop as compared with 1949, 
but eggs, chicken, and fluid milk and cream, foods i important to health 
and to. hich standards of living, will be substantially higher than in 
prewar levels. Meat consumption in 1952 will show a slight drop as 
compared with 1949, but eggs, chicken, and milk all show increases. 
C onsumption of fats and oils will be about the same in 1952 as in 
1935-39 and somewhat higher than in 1949. Fresh-fruit consumption 
shows a long-term downward trend reflecting a shift to canned and 
frozen fruits and j juices. 

The supply outlook for clothing and shoes which accounts on the 
average for about 10 percent of the consumer budget also is favorable. 
As is shown by chart 7, these industries in recent months have been 
operating w ell below peak capacity. Output of textile and textile 
products i is about 21 percent below the 1950 peak while shoes are off 
about 26 percent. Consumer demand simply has not been great 
enough to keep these industries operating at their peaks. Should 
demand increase, there is substantial leeway for greater production. 

The residential building industry has been so enormously active 
that it has more than kept pace with the growth in population (chart 
8). Between 1940 and 1950, the number of new dwelling units for 
the country as a whole incr reased 23 percent while population ad- 

vanced by only 13 percent. A faster rise in housing than in popula- 
tion has occurred in each of the four census regions. 

These broad statistics undoubtedly conce: al local difficulties in 
certain areas, particularly where new defense plants have been built, 
but they do give general assurance there will be no widespread shortage 
of housing in 1952. 

Over 20 percent of consumer expenditures go for such miscellaneous 
services as medical care, utilities, transportation, laundries, beauty 
shops, barber shops, and so forth. 

While it is hard to generalize, there seems to be no grounds for 
fearing any serious shortages. ‘No scarce materials are involved. 
The mobilization program, as it stands, should lead to no important 
shortage of manpower in these services 

In summary then, there is no ev idence that civilians will suffer from 
shortage of soft goods or services in 1952. 

While the impact of the mobilization effort necessarily is greater on 
consumer durable products than on soft goods, the supply outlook 
nevertheless generally is good. Certainly there is nothing in the 
supply situation justifying the continuation of economic ‘controls’ 
Moreover, one significant fact often forgotten is that durable goods 
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form a relatively small part of the total consumer budget. They 
amount to about only 14 percent of consumer outlays as shown by 
chart 5. This is only about half as much as was spent on food. Any 
price pressures that might be built up in the consumer durable-goods 
field, therefore, would affect only a small part of the total consumer's 
budget. 

Production estimates on consumer durables presented by Mr. Wilson 
were prepared before allocations of certain key materials for civilian 
production were increased. 

But even on the basis of the predictions given by Mr. Wilson in his 
Fourth Quarterly Report, output of passenger automobiles and con- 
sumer appliances will be at a rate approximately equal to that for the 
3 years 1947 through 1949. (See chart 9.) Production of all major 
consumer durables, however, in the early part of 1952 will be sub- 
stantially below the peak levels reached in 1950 and 1951. These 
peak levels resulted from abnormally high demands. 

The high volume of purchases of consumer durables following the 
end of World War IT has resulted in a record level of consumer holdings 
of these goods. This is the hidden inventory. (See chart 10.) 
When consumers are understocked, they may be expected to compete 
sharply for a supply which would otherwise be adequate. When, on 
the other hand, they consider their present holdings adequate, they 
will accept a reduction in current output without pressure on prices. 

The number of passenger automobiles in use is now 64 percent 
greater than in 1946—the increase over 1940 is the same. Almost 
three times as many electrical refrigerators are in use in homes as in 
1940. The number of washing machines has more than doubled in the 
same interval. 

In summary, the supply situation for major broad fields of consump- 
tion expenditures is as follows: 

1. The supply of food (28 percent of the consumer budget) will be 
plentiful in 1952. This is especially true for items which are important 
to a high standard of living. 

2. Clothing and shoes (about 10 percent of the consumer budget) 
are in adequate supply and will be for the foreseeable future. Present 
output is well below capacity, leaving plenty of room for expansion 
if necessary. ‘ 

3. The supply of housing (10 percent of the consumer budget) has 
increased faster than the population since 1940. 

4. The miscellaneous services used by consumers (22 percent of the 
consumer budget) do not involve scarce materials and therefore, 
should be in adequate supply in 1952. 

5. Production levels of durable consumer goods (14 percent of the 
consumer budget) will be lower than peak levels of 1950-51, but high 
compared to other years. Consumers are already well stocked with 
durable goods. 

6. These five items comprise over 80 percent of the total expendi- 
tures of consumers. They leave little ground for fearing that short- 
ages will exert any severe pressures on the consumer’s cost of living 
during the remainder of 1952. 

The outlook for consumer demand is, of course, closely related to 
the outlook for the money supply. The more money consumers have 
the more intensely they can bid against each other for available goods, 
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If the Government insists on unnecessarily running into a deficit 
of over $14 billion, then inflationary pressures will be created. Such 
pressures are not necessary and would result only from unsound fiscal 
policies on the part of the Government. Deliberate deficit spending 
is no justification. for the continuation of price controls. As Mr. 
Wilson, formerly Director of Defense Mobilization, so clearly stated 
in his Fourth Quarterly Report to the President: 

If we should prove unable to hold down demand for goods—through curtailing 
investments, controlling credit, increasing taxes, and encouraging savings—then 
prices would be bound to rise regardless of the policies of price-control authorities. 

Total demand for consumer goods represents the demand of con- 
sumers themselves, plus demand of businessmen for goods to add to 
their inventories. 

When both consumers and business simultaneously become appre- 
hensive of the threat of controls, black markets, and the resulting 
consumer shortages, the pressures on prices are magnified. Apparently 
this is what happened in the second half of 1950 and the early months 
of 1951. The effect on prices of such simultaneous apprehension is 
shown in chart 11. Wholesale prices in the first 9 months following the 
Korean war increased by 16 percent and the consumer prices by 8 
percent. 

Variations in consumer purchases are shown in the left half of chart 
12 and variations in business acquisitions of goods for inventories are 
shown in the right half of chart 12. The right and left halves of this 
chart should be studied simultaneously since they are in many respects 
reflections of each other. 

In the third quarter of 1950, just after the Korean war began, 
consumers increased their expenditures to an annual rate of $214.4 
billions of 1951 dollars, $9 billion greater than in the second quarter. 

Business inventories were depleted by this buying rush. The rate 
of consumer expenditures declined somewhat in the final quarter of 
1950, but remained high compared with pre-Korean levels. At the 
same time businessmen started to build up their inventories at a very 
substantial rate. In the first quarter of 1951, consumers frightened 
by the entry of Chinese forces into the war stepped up their rate of 
buying once again. Businessmen continued to increase their stocks 
of goods. The combined effect of the higher buying by both con- 
sumers and businessmen explains the price rise which occurred in the 
first 9 months after Korea. 

Since the second quarter of 1951, these pressures have ceased to 
exist. Consumer demand has fallen to a level somewhat below the 
first half of 1950. Net additions to business inventories were very 
high in the second quarter of 1951 but this was mainly involuntary. 
P-usinessmen simply could not sell all the goods they were producing. 

Consumer-goods industries are still trying without too much success 
to reduce the levels of their stocks. Consequently, inventory policies 
are likely to remain quite conservative and not exert strong upward 
pressures on prices. 

Among the arguments advanced by some of the advocates of Gov- 
ernment planning and nationalization is that price controls are neces- 
sary in order to control profits. Certain illusions as to the nature, 
function, and amount of profits have led to fallacious conclusions on 
economic policy. 
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1. The most persistent illusion is the mistaken idea that the level 
of prices is determined by the amount of profits the producer decides 
to add on to his costs in setting selling prices. The truth is the very 
opposite; profits are the resultant rather than the cause. Profits are 
determined by the extent to which the producer is able to keep his 
costs below the price set for his product in free competitive markets. 

The forces of supply and demand continually push the price toward 
an equilibrium level at which the last producer whose output is neces- 
sary to satisfy the total demand is just compensated for his costs. 
This last producer—the marginal producer—earns no profit at all. 

The existence of unprofitable firms at the margin is not just a myth 
of theoreticians. In 1948 (the last year for which figures are available), 
out of 630,670 corporations filing income tax returns, 198,383, or 
almost one-third, reported no net income. 

The profit of the nonmarginal firms is determined by the degree of 
their superiority in efficiency over the marginal firms in their respec- 
tive fields. Of course, they are always striving to widen the gap by 
improving their efficiency. But the marginal company is always 
striving to narrow the gap by improving its own efficiency, lest it be 
pushed off the edge. 

An excellent statement of the injurious results and effects of attempt- 
ing to regulate our economy by Government controls instead of relying 
upon the free competitive market is contained in a staff report to the 
Federal Trade .Commission entitled ‘“Monopolistic Practices and 
Small Business,’ March 31, 1952. This report states in part: 

Through competition businessmen obtain impersonal but reasonably reliable 
guidance as to the direction of their business activity. In ordinary times we 
seldom realize the fact that the competitive market gives the signals which enable 
the managers of business enterprises to decide whether particular lines of produc- 
tion should expand or contract, whether one channel of distribution should be used 
in preference to another, whether there should be a change in the location of pro- 
duetion plants, and which of the many alternatives as to design of product and 
character of process should be preferred. In an emergency, however, we become 
conscious of this function of the competitive market because we find it necessary 
to do by governmental decision much of what was formerly done by competition. 
In an emergency we cannot rely upon competition alone to bring about the drastic 
and often unprofitable changes that are necessary. Regulation becomes inevi- 
table. But the moment we get price control, we find that the freezing of price 
relationships induces people to produce the wrong things in the wrong amounts and 
requires either a repeated administrative juggling of prices or a series of supple- 
mental controls over production. The moment we get a system of allocation of 
goods, we find, in spite of the best efforts of the allocators, that sources of supply 
are arbitrarily cut off, that experimentation with substitutes is stopped, that 
various forms of economy in the use of materials are discouraged, and that a 
continuous modification of governmental rules is required to make crudely the 
adjustments which were formerly made by the competitive market. 

2. The second illusion is that profits are merely a necessary evil 
which perform no useful service in our economy. According to this 
attitude, profits can be justified only by reference to the outworn 
principle of private property. 

The truth is that profits perform an indispensable function—the 
function of allocating capital, manpower, and natural resources among 
the several alternative purposes for which they might be used. Only 
the firms which can operate efficiently enough to sell below the price 
set by the costs of the marginal producer can command labor and 
materials. Capital seeking investment flows naturally into the fields 
where it can be most useful—that is, into the most profitable fields. 
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Even a socialist economy—if it were to function at all—would have to 
compute the “profit”? on each enterprise and allocate its resources 
accordingly. 

3. Another common ilusion is that profits, after they are earned, 
do not flow into any channels where they serve useful purposes; that 
it would make no particular difference to the economy if these profits 
were not available. 

Actually the availability of profits makes a great difference to our 
general well-being. In the postwar period, retained profits have 
served as an important source of capital for expansion. It is industrial 
expansion which provides new jobs and new products, improves our 
standards of living, and lays the base for our military power. Looking 
ahead we see the need for a great amount of capital if we are to main- 
tain and increase our standard of living and provide jobs for those 

people who will be added to the labor force. It is estimated that the 

“normal” increase of the civilian labor force will amount to about 
1,200,000 annually between now and 1960. Thus, by July 1960, the 
labor force is expected to show an increase of 10,623,000 over 1951. 
It is well known that a great amount of venture capital must be 
generated to provide the investment funds for so many jobs. Latest 
estimates indicate that to provide a single job in manufacturing in- 
dustries requires an average of about $11,000. 

Taxes paid out of corporation profits have amounted to over 
$90 billion in the years since 1945. If profits had been lower, the 
Government would have had to get this amount from some other 
source. 

The funds provided by postwar profits have flowed into channels 
so important that, if these profits had not been available, some 
substitute source would have had to be found. 

4, Another illusion is that profits are a fund of cash, available at the 
end of the year for whatever disposition management may decide upon. 

The true picture is that a corporation’s assets are turning over 
continually. Goods are exchanged for cash and cash is exchanged 
for goods. At the end of the year the accountant figures a net profit 
which summarizes the gain on all these transac tions during the year. 
But the summary figure does not tell us whether the gain has been 
realized in the form of more cash or more goods. 

In 1951, American nonfinancial corporations reported a total profit 
of over $40 billion, but they increased their holdings of cash and 
Government securities by only about $3 billion. This increase in 
cash was not even enough to cover the $8 billion increase in liability 
for the ae income taxes. 

Finally, the illusion has bie become popular that wage 
sinensis may be paid out of profits. This illusion is especially 
dangerous when it takes the form of a claim for wage increases out 
of profits before taxes. 

The first fallacy in this general line of reasoning is that the marginal 
producer has no profits out of which he may pay wage increases. 
Are the less efficient marginal producers to be exempt from a general 
wage rise? This would be an illogical discrimination in favor of 
workers in the more efficient firms. It would also penalize the efficient 
firms and, in effect, subsidize the less efficient. 

The claim that profits before texes should be used as the basis for 
computing the possibility of wage increases is seriously misleading. 
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It creates the impression that a part of the wage increase comes out 
of the reduction of taxes which follows the reduction of profits (which 
is correct), and that nobody suffers from this part of the wage increase 
(which is incorrect). The truth is that we all suffer, since the reduced 
tax collections would have to be made by higher tax payments from 
some other source. The general taxpayer, in effect, has to pay a 
substantial part of the wage increase. Under present corporate rules, 
the general taxpayer may have to pay for 82 percent of the workers’ 
wage increase. 

The idea that corporate profits are excessive and, therefore, price 
ceilings should be imposed was false when the Defense Production Act 
was first passed in 1950 and is equally talse today. There has not 
been a single year since 1929—whether in depression, peace or war— 
when corporate profits (after taxes and inventory adjustments) 
averaged as much as 5's percent of sales. 

In 1949, the year before Korea, corporate profits were 5.3 percent 
of prices and they fell off sharply to 4.2 percent in 1950. The decline of 
profits continued in 1951 and in the first quarter of 1952. 

Moreover, the Government has already imposed upon industry 
whole array of profit controls, such as the following: 

1. Initial negotiation of Government contracts. 

Price redetermination on Government contracts. 
Renegotiation of such contracts. 
Audit by General Accounting Office. 

5. Income tax of 52 percent on corporate profits. 

6. Excess-profits tax of 82 percent on corporate profits. 

These profit controls, along with the pressure of rising costs, are 
threatening our economy. T hey will have an injurious e fect on capi- 
tal expansion and on the future level of employment. Price increases 
are not attributable to allegedly high profits. Profits are not, as 
argued by opponents of the free private competitive enterprise system, 
being taken ‘‘out of the hides’ of consumers. The consumer deter- 
mines the fate of producers by his limitation of what he will pay for 
any given product. 

The association has a great and continuing interest in the progress 
and operation of all business and recognizes that the vitality of small 
business is essential to the welfare and progress of this Nation. Be- 
cause the great majority of its members employ less than 500 people 
(a standard established by the Government for small business), the 
association can speak with assurance regarding small-business 
problems. 

The association’s recommendations for expiration of the Defense 
Production Act will automatically transfer back to the Department 
of Commerce necessary functions of the Small Defense Plants 
Administration. 

The establishment of the SDPA was occasioned by the controls 
provided in the Defense Production Act. Businesses of all sizes have 
had to contend for over a year with innumerable problems arising 
out of the imposition of wage and price controls. They have had to 
contend with allocatoins and priorities for nondefense materials. 
Consequently, elimination of wage, price and civilian materials con- 
trols, as recommended by the association, will be of tremendous 
assistance especially to smaller plants and will remove the need for a 
costly Government agency. 
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Following my appearance before the Senate Banking and Currency 
Committee last March, the NAM made further investigation of the 
type of cases coming before the Senate Small Business Committee. 
We discovered that most of the problems arose out of the confusion 
caused by the control regulations themselves. 

The NAM, through its Nation-wide facilities, is set up to assist 
prime contractors and small manufacturers to get together on special 
problems and afford a clearinghouse to provide information with 
regard to Government contracts. This free service will be available 
to all manufacturing companies, regardless of NAM membership. 

Now, Mr. Chairman, I would like to emphasize a few points which 
I have already made in my statement. 

Controls are not the answer to inflation. To stop inflation we 
have to get at the cause of it, and we think that the principal cause 
of inflation is the unbalanced Federal budget. Congress should apply 
itself to cutting Government spending and balancing the budget and 
getting back to a pay-as-we-go basis. 

Now one of the controls that also might be used, as I stated, to get 
at the fundamental cause of inflation, is the power that the Federal 
Reserve Board has to prevent expansion of credit. 

Furthermore, as I said, we think there should be a better balance 
in the tax structure between income and consumption taxes, and we 
think that price controls should be removed so that prices in a free 
market are given a chance to exercise their normal control over 
demand and supply—somewhat similar to the discussion that has 
just been going on about potatoes. 

Now as to wage stabilization, as I said, a very vicious aspect of 
Government controls is always that when controls seem to be ineffec- 
tive, they lead to the exercise of unintended additional powers, like 
the steel company seizure. In addition to stabilization, the Wage 
Stabilization Board took on the settlement of disputes outside the 
stabilization of wages, and that in effect destroyed collective 
bargaining. 

As a result of the Board taking on such disputes, more and more 
disputes are being referred to the Board, and it has in fact encouraged 
the monopolistic power of bargaining on an industry-wide basis, and 
that is destructive of the collective bargaining that was intended in 
the Taft-Hartley Act, and of the process that we have come to 
recognize as free collective bargaining. 

Furthermore, I might say that it has not stabilized wages, as the 
dissenting members of the Board said, “It is absurd that the largest 
increase in history should be recommended in a disputes case, during 
a period of stabilization.”’ 

Professor Slichter of Harvard said that the Board became a bar- 
gaining body rather than a judicial body which the public thought 
it was assumed to be. 

I would like to quote also from a Department of Labor publication, 
the Monthly Labor Review for January 1951. This is what this 
review had to say about the National War Labor Board: 


The very presence of the National War Labor Board, although it constanly 
sought to encourage collective bargaining, tended to encourage disputes and strikes 
and situations where one party or the other felt that this was the only way to 
bring a dispute to the Board’s attention. The disputing parties looked to the 
Board to sustain their respective positions. 
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I quote that, about the War Labor Board, to indicate that the 
Wage Stabilization Board in handling disputes has put itself in 
exactly the same spot. 

When either party in a dispute feels that it can get a better deal 
from a governmental agency, there can be no true collective bargain- 
ing, or any semblance of labor peace, and especially when, as the 
secretary-treasurer of the united steelworkers said, ‘“‘We have a 
rather friendly gentlemen in the White House.” 

And so long as one party feels that he can get a better deal from 
Government, why bargain? 

Mr. Ratns. You are not asking this committee to get rid of the 
man in the White House, are you? That is not our province. 

Mr. Grebe. No, I am saying how either party to a dispute relies 
on a branch of Government when they feel they can get a better deal 

Mr. Rarns. I cannot see the connection of that with this bill. 

Mr. Grepe. Well except that when one of the officials of one of 
the parties indicates they have a friend in court, it is an indication 
as to why they go to court. And as long as they can do that, they 
go to where they have a friend in court, and that may be why they 
haven’t used the Taft-Hartley Act. 

The CuHarrMan. Both sides submitted their claims, did they not, 
to the Wage Stabilization Board? 

Mr. Greve. What is that? 

The CHarrMaANn. Repeat the question. 

(Question read.) 

The CuarrmMan. Both sides presented their views? 

Mr. Grebe. Yes, sir, they both presented their views, but when- 
ever one party feels they have a friend in a governmental agency, 
they have a tendency to go to that agency to settle their differences. 

The CuHarrman. Did the Wage Stabilization Board find anything 
more than the issues that were presented by the parties? All the 
issues that were decided were presented by the parties, were they not, 
and nobody made any plea as to jurisdiction until after the decision 
was rendered? That is what the Wage Stabilization Board repre- 
sentatives have told us. Is that true? 

Mr. Greve. Well, it was certified to the Board as a dispute and the 
Board made recommendations on all of the issues, regardless of whether 
they were inside the wage stabilization structure or not. 

The CuarrMAN. But the parties made the issues, the parties to the 
dispute, by their complaint and their answer; did they not? 

Mr. Grepr. The issues were between the parties. 

The CuarrMan. Yes, sir. Just as though a man went into court, 
filed his petition, and the defendant filed his answer, and the court 
tried the issues. That was the way it was done; was it not? 

Mr. Greve. Yes, sir, that is the process, but that of course destroys 
collective bargaining because if the parties are going to rely on a 
Government agency to decide their issues, they won’t bargain, espe- 
cially if any one of the parties feels that the agency is friendly to them. 

Mr. Rarns. That could destroy the courts, too, because very 
frequently when you go to court, one party thinks the court is a 
friend of his. But you don’t charge the court with that kind of 
attitude; do you? 

Mr. Grepe. Well, the court is adjudicating a litigation which 
involves legal interpretations. 
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Mr. Rarns. That is what they were supposed to be doing. 

Mr. Greve. Well, there is no legal interpretation here. There is 
a hearing of the arguments of both sides, supposedly trying to make a 
bargain, and then here goes the Government injecting itself and 
making the bargain, and then, by other processes, inflicting it on the 
other parties whether they like it or not. It is quite different from 
going into court over litigation as to whether you have violated a 
contract. 

The CuHatrmMan. They both voluntarily filed their pleadings, 
though, and asked for a decision on them. 

Mr. Grebe. Well, they did not ask for a decision. They were 
required to file their pleadings. The Wage Stabilization Board was 
searching ¢ for the analysis of what each side’s Ss argument in the case was. 

The CuarrMan. Well, usually in a court, do you think if they feel 
the issues are not pertinent or relevant, do they not move to strike 
out that portion of the complaint? I have not heard of anybody 
doing that in this case. They submitted the questions in their 
entirety to the Board and the Board decided them, and then every- 
body denounced the Board for usurpation of power. I was just 
wondering whether there was a usurpation of power under the cir- 
cumstances. 

Mr. Greve. Well, the point I am trying to make is if two parties 
are going to bargain, one party has an asking price, and the other 
party has a paying price; we do not take a matter like that into court 
to decide what one party is going to be forced to pay or what one 
party is going to be forced to accept, unless there has been a legal 
contract. 

Mr. Rarns. That is the basis of about 90 percent of the lawsuits. 
You are wrong about that statement. That is what you go to court 
for, to see if one is going to be forced to pay and one is going to be 
forced to accept. 

Mr. Grepe. Only in accordance with the terms of a particular 
contract. 

Mr. Rats. Of course you stated a moment ago they were required 
to plead. That was not correct. It was a voluntary presentation on 
the part of each side. There was no requirement. 

Mr. Grepe. Well, if the case was certified to the Wage Stabilization 
Board, then the Wage Stabilization Board was charged with the 
responsibility of getting the facts. 

Mr. Rarns. That is right. 

Mr. Grepe. And so they had the parties come to present the facts. 
Now that is just presenting the facts as to what their side of the 
bargain is. 

But there is no bargain. There is no contract for a court to adjudi- 
cate, as to whether it has been violated or not. We have a Govern- 
ment agency stepping in, here, and deciding that because these two 
parties cannot get together on the price, this will be the price. 

Mr. Rarns. Of course the Wage Stabilization Board that you are 
talking about, all they can do is recommend. 

Mr. Greve. Well, that is true. 

The CuarrMan. They have no authority to enforce. 

Mr. Rarns. They have no authority to enforce. 

Mr. Greve. That is true but we have already seen what the results 
of their recommendations have been, and they are in fact, as they 
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develop, practically an order. And that is what has happened in this 
case. 

Now to emphasize some other points I have made, we recommend 
that the Congress enact some legislation, independent of the Defense 
Production Act, so that no agency of the Government can order or 
recommend or impose the terms of a settlement in any labor dispute, 
except as it is provided in the existing law, and also to provide a pro- 
hibition against the seizure of pr ivate property as a device to force a 
settlement, or the acceptance of the terms that a Government agency 
may recommend. 

Now in regard to the question of price control, and the supply and 
demand situation, as we find it here, we have to appraise both sides 
of the supply and demand picture. 

When a government attempts economic control—which is what 
price control is—it makes a set of rules or regulations based on its 
own forecasts. There are no automatic checks, like there are in a free 
market, inherent in this type of a control or price-setting process. 
When mistakes are made by the Government economists, the entire 
economy suffers because there is no free market that will tend to cor- 
rect it. 

In March, when Mr. Martin of the Federal Reserve Board testified, 
he asked: 


Who at this time last year thought that inflationary pressures were at a peak, 
and that we would have the relative stability that was achieved? 


But last May when Mr. Ruffin appeared on behalf of the NAM, 
he stated, according to our analysis, that it clearly showed that such 
a decline of inflationary pressures would occur. A difference of 
opinion. But when the Government decides it, and then sets controls 
accordingly, there is no free market to make the adjustment. 

At the present time, inventories are high; the Agriculture Depart- 
ment predicts that there will be plenty of food, and consumer durables, 
which are really a relatively small part of the consumer budget—about 
14 percent—which is shown in chart 5 attached to the testimony—are 
in good supply. 

Now I would like to reread our summary, on page 17, of the con- 
sumer supply outlook. 


The supply situation for major broad fields of consumption expenditures is as 
follows: 

1. The supply of food (28 percent of the consumer budget) will be plentiful in 
1952. This is especially true for items which are important to a high standard 
of living. 

2. Clothing and shoes (about 10 percent of the consumer budget) are in adequate 
supply and will be for the foreseeable future. Present output is well below capacity, 
leaving plenty of room for expansion if necessary. 

3. The supply of housing (10 percent of the consumer budget) has increased 
faster than the population since 1940. 

4. The miscellaneous services used by consumers (22 percent of the consumer 
budget) do not involve scarce materials and, therefore, should be in adequate 
supply in 1952. 

5. Production levels of durable consumer goods (14 percent of the consumer 
budget) will be lower than peak levels of 1950-51, but high compared to other 
years. Consumers are already well stocked with durable goods. 

6. These five items comprise over 80 percent of the total expenditures of con- 
sumers. They leave little ground for fearing that shortages will exert any severe 
pressures on the consumer’s cost of living during the remainder of 1952. 
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An argument sometimes advanced by the administration spokesmen 
was that the continuation of the act was necessary because of some 
emergency that might occur. Emergencies, of course, are always 
possible, but do we want a permanet control machinery that would 
scuttle our free enterprise system, which is really the real basis of our 
growth and progress? 

When both consumers and producers get apprehensive of the threat 
of controls, we get scarce buying. That is really what happened in 
the Korean situation. If controls are passed, even if they are not used, 
they remain as such a threat. 

The disturbance caused by price control is well put in a quotation 
from the March 31, 1952, Federal Trade Commission Report: 

The moment we get price control, we find that the freezing of price relation- 
ships induces people to produce the wrong things in the wrong amounts and 
requires either a repeated administrative juggling of prices or a series of supple- 
mental controls over production. The moment we get a system of allocation 
of goods, we find, in spite of the best efforts of the allocators, that sources of 
supply are arbitrarily cut off, that experimentation with substitutes is stopped, 
that various forms of economy in the use of materials are discouraged, and that 
a continuous modification of governmental rules is required to make crudely the 
adjustments which were formerly made by the competitive market. 

That is a quotation, as I stated, from the Federal Trade Com- 
mission’s report of March 31, 1952. 

Mr. Woxcorr. Mr. Grede, did the Federal Trade Commission ever 
adopt that report? I notice in your statement that that was a staff 
report to the Federal Trade Commission. 

Mr. Greve. That is a staff report; yes, sir. I do not know whether 
the Commission adopted it. I do not know what their processes are, 
whether they adopt those as official or not. 

Mr. Wotcorr. Is this published? 

Mr. Grebe. Yes, sir; this is published. 

Mr. Woucorr. Published under the authority of the Federal Trade 
Commission? 

Mr. Grepe, It is printed and published under date of March 31, 
1952. 

Mr. Wotcorr, Published under the authority of the Federal Trade 
Commission? 

Mr. Greve. Yes. 

Staff report to the Federal Trade Commission for the Subcommittee on 
Monopoly of the Select Committee on Small Business, United States Senate. 
Printed for the use of the Select Committee on Small Business, Transmitted to 
Senator Sparkman by Stephen J. Spingarn, Acting Chairman. 

Mr. Woxcorr. Acting Chairman of the Federal Trade Commission? 

Mr. Grebe. Yes, sir. 

Now to review for a moment the small defense plants section of the 
law, following my appearance before the Senate committee, where 
Senator Sparkman had some questions about small defense plants, 
the NAM made an investigation for the Senate Small Business Com- 
mittee, and reviewed some of the letters that they had received, and 
reviewed some of the problems that had been presented to them, and 
in an analysis of those problems we find that most of the problems 
result from the confusion caused by the controls themselves. 

Now there is the Department of Commerce to handle the problems 
of small businesses, but the NAM, too, is set up to assist prime con- 
tractors and small businesses to get together, and to serve as a clearing- 
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house for small businesses through our various regional offices, to put 
them in touch with prime contractors. And that is whether they are 
members of NAM or not. 

Mr. Rarns. Could you file with the committee any statements or 
information as to where you have done anything to help small business? 

Mr. Greve. Yes, we can do that. I do not have them with me, 
but we will be glad to file with the committee what experience we 
have had in that activity up to date. 

(The information above referred to has not been received in time 
for publication in this volume. When received it will be incorporated 
in vol. 2.) 

Mr. Greve. Now, in summary, again, just let me reread, if you 
please, the paragraph in which we outline our recommendations. 

We recommend that price, wage, and civilian material controls come to an end 
on June 30, 1952, and the free market again be permitted to function in these 
areas. In view of the present situation, the Congress should enact legislation to 
prohibit the executive branch of the Government from (1) establishing any extra- 
statutory agencies for handling disputes, and (2) seizing private property as a 
device for attempting settlement of labor disputes. The power to carry on a 
further program of credit control by the Federal Reserve System should be pro- 
vided in an amendment to the Federal Reserve Act. 

Thank you, gentlemen. 

The Cuarrman. With you, I believe that private property is sacred 
and should not be invaded, but I am wondering just how far you 
think the Government might go in case of emergency, to continue 
production. 

A man owns his home. Nobody can enter his home. But the 
Government has the right of eminent domain. It can even take your 
home from you, if it serves the welfare of all the people. 

How far do you think the Government should go in continuing 
production, or continuing the essential services to the people in times 
of emergency? 

Not long ago, the Congress passed an act stating that the President 
could take over the railroads and continue their operation. What 
remedy do you think might be used to continue operation of essential 
industries in times of emergency? 

Of course, the individual owns his property, but he owns it subject 
to the prior interest of the Government. If it is affected by the public 
interest, the public has the right to have that continued if it means 
the preservation of his Government and perpetuation of his liberties. 

How far do you think the Government should go? 

Mr. Greve. When you talk about an emergency, of course, you 
are really talking about a real emergency instead of the kind of 
emergencies that have been created from time to time by the Govern- 
ment itself. But if you are talking about a real emergency, under the 
terms of the Labor-Management Relations Act now, if there is a 
dispute which threatens to stop essential production, the parties, 
under the act, have an 80-day waiting period, 60 days of which is to 
be used for fact finding, 15 days of which is to be used for the purpose 
of the employees having an opportunity to cast their ballot on the 
terms of the settlement that has been offered by the company, and 
thereafter, if the dispute continues, the matter is to be referred to the 
Congress. In such an emergency the Congress may decide, as they 
did in the railroad case, to take over the industry. 
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But to give any arm of the Government the opportunity to measure 
the seriousness of any emergency, and then act on the seizure of 
property, I think is a very serious infringement of the rights of private 
property and the rights of our citizens. 

The CaarrMan. You would not object to the Congress itself exer- 
cising that power? 

Mr. Grebe. I think that it would depend on the terms and con- 
ditions of the emergency, of course. If the Congress acted, there 
would be an opportunity ‘for the people to express themselves publicly, 
and the Congress would be expected to act within the terms of the 
Constitution. 

The CuHatrMAN. The Congress would have to find those facts and 
act. 

Mr. Greve. That is right. 

The CHarrMAN. Do the members of the committee have any further 
questions? Mr. Wolcott? 

Mr. Woucorr. Mr. Grede, I notice on page 3 of your statement 
you say: “One effective tool against inflation is the regulation of 
consumer credit.”” And you go on to say in substance that it might 
be better to amend the Federal Reserve Act to give the Federal 
Reserve Board the authority to control consumer credit. 

I gather from that that the NAM is in favor of the continuance of 
control over consumer credit? 

Mr. Grebe. | think that that is one inflationary control that can 
be exercised and that probably should be exercised when it is needed. 
Now, the Federal Reserve Board has general power now to control the 
rediscount rate, the reserve requirements, and the other things that 
affect the supply of money or the expansion of credit. 

Mr. Woutcorr. I do not mean consumer credit controls as part of 
the indirect controls you mentioned. I think we must distinguish 
between consumer credit controls, which are directly applied, and the 
indirect controls which the Federal Reserve Board exercises over bank 
reserves, rediscount rates, and so fourth. 

I wonder if the NAM had taken a position in favor of the selective 
application of consumer credit controls? It seems to me that a good 
many segments of the industry are against it, and in consequence of 
the statements, if not pressures, that have been made and brought to 
bear, the Federal Reserve Board has—temporarily, at any.rate until 
this passes over—suspended consumer credit controls. 

Mr. Grebe. It is my recollection that the industries that have 
objected to credit controls were not against the fundamental principle 
of credit controls as much as to the timing and possibly the terms, 
the extent to which they were imposed. 

For instance, they wanted to expand the number of months over 
which time payments could be extended. But it is my recollection 
that there has been no substantial segment of industry that has 
objected to the principles of credit control. 

Mr. Wo corr. Let us distinguish between the general application 
of consumer credit controls, and the selective application of consumer 
credit controls. 

Does the NAM think that the selective application of consumer 
credit controls is much of a deterrent to increase in volume and velocity 
of credit? 
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Mr. Greve. Well, let me read a paragraph from the official posi- 
tion of NAM, which might answer your question—and this is a posi- 
tion which has been approved by the board of directors: 

In addition to credit controls, the Federal Reserve System has been empowered 
by Congress to use selective types of credit controls, specifically with respect to 
security loans, consumer credit, and real estate lending. 

The National Association of Manufacturers favors a wise and prudent use of 
both general credit controls and selective controls. Such use will tend to strengthen 
the economy, aid the Government in its defense program, help to remove the 
dangers of inflation, and lessen the demand for direct controls over the economy, 
which limit the freedom of choice that is so necessary in solving the problems 
of production and distribution. 

Mr. Wotcorr. I do not want to proceed any further on that. I 
just cannot reconcile the position many segments of industry have 
taken against the application of selective credit controls, with the 
attitude taken by the board of directors of NAM. 

Mr. Greve. Well, of course, you appreciate that in NAM we do not 
have complete agreement. 

Mr. Woucort. I think that is a helpful situation. 

Mr. Brown. Mr. Witness, you just stated that Congress passed an 
act authorizing the Government to take over the railroads. 

Do you think the Congress acted within the Constitution in doing 
this? 

Mr. Greve. Well, I am not a constitutional lawyer. 

Mr. Brown. You have a lawyer with you there. 

Mr. Grebe. I will let Mr. Miller answer that. 

Mr. Mitter. I| think the Congress bas the right to pass legislation 
of that character; yes, sir, so long as due process of law is had and just 
compensation is provided. 

Mr. Brown. Could it take over property without compensation? 

Mr. Miuuer. No, just compensation must be provided for, to con- 
form with the Constitution, it seems to me. 

Mr. Brown. I just wanted to get your views on that. 

Mr. Rains. 

Mr. Rains. I noted, Mr. Grede, or as I got the import of your 
testimony, it was that you believe the essential means of controlling 
inflation is a balanced budget. 

Mr. Grebe. That is right. 

Mr. Rains. I agree with you that that is helpful, and I believe one 
of the things we need most now is a balanced budget, but there is 
one thing I cannot quite square with your statement; the highest and 
worst run-away prices we have had was 2 years ago when we had a 
balanced budget. 

How do you account for that? 

Mr. Greve. You are thinking in terms of the price rises? 

Mr. Rarns. Yes. i 

Mr. Grepe. Which is not always necessarily a measure of inflation. 

Mr. Rains. Well, I will restate my question to say that at the time 
when we had the worst run-away price rises, immediately after Korea, 
was the time when we had a balanced budget. How does that work 
out? 

Mr. Grebe. Well, I think that the factors in the situation, then were 
largely a sort of a scare psychology. The fear of scarcities and the 
fear of the imposition of controls and allocations that would make it 
impossible for us to get sugar, and the things we were so anxious to 
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get, caused consumers, and business, too, incidentally, to rush into 
the market and build up their inventories. 

Mr. Rarns. Do you not honestly think that if we were to completely 
remove all controls—and I notice you say ‘‘all civilian controls on 
materials and so forth’’—that. there would not be a reenactment of 
that scene of rushing in to buy for fear that prices were going up? 

Mr. Grebe. I do not think there would be. 

Mr. Rains. Do you think prices would go up, if we removed controls 
generally? 

Mr. Grebe. Well, of course, that is a difficult question to answer. 
I do not think they would go up because of the removal of price 
controls. I think you are sort of asking me to look ahead into this 
economic picture. 

Mr. Rains. That is what we must do in writing the law, you know. 
We have to look ahead. 

Mr. Grebe. That is right, but I do not think that the writing of 
the law will change the situation. I think if there are factors that 
are going to cause some prices to go up, it would be well that they 
do go up, just like the potato man was talking about, so that vou would 
increase the supply, and you would let the free market operate. 

Mr. Rains. What is your honest judgment about it, or the position 
of your organization, if it has taken a position, as to what would be 
the result if there was an immediate removal of price control of all 
kinds, insofar as prices are concerned? Have you made any study 
of that situation? 

Mr. Grepr. Well, there are some studies in my testimony that 
show some more or less historical facts about prices, and how they 
have reacted since controls. The NAM takes no official position on 
economic projection. Of course, anybody who operates a business, 
as | have to operate a foundry business, has to make some guesses, 
and under the present situation, if | were to speak from my own per- 
sonal viewpoint, if I knew that price controls were going to be re- 
moved tomorrow, I do not know of a single commodity in which I 
would urge our organization to protect itself against a price rise. 

Mr. Rarns. I was quite interested in looking at the hearings of 
1946. The president of your organization then was Mr. Wason, I 
believe, and in the course of his statement at that time about the 
Office of Price Administration, speaking the sentiments of the National 
Association of Manufacturers, he was asked that question as to what 
would happen to prices if OPA controls were removed, and he did 
what you did not do. He said that his organization believed this: 

That there is nothing beyond mere opinion to support the contention that in 
spite of accumulated savings, in spite of inflationary pressures, prices will not 
skyrocket if the Office of Price Administration is eliminated. 

Well, it was eliminated for a short while, as you know, and, of 
course, you remember what did happen. I was just wondering if we 
would run into that same situation again. 

Mr. Grepn. Well, if we have some of the developments that took 
place in 1946, we might. J do not know what is going to come out 
of the present steel case. But in 1946, you will remember we had 
some of the longest and most disastrous strikes, which greatly cur- 
tailed production, reduced the supply, raised wages, and we had other 
factors that at the time that Mr. Wason was testifying were not 
contemplated. 
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Now, if, as a result of the present steel seizure, we get as much as a 
30-cents-an-hour wage increase, and that is caromed on down through 
all the relation of industry, it is very possible that the price level 
will rise. 

Mr. Ratrns. In our position as Members of Congress, charged with 
attempting to write a law that will go into effect for another year, 
not knowing what is going to happen about the picture which you 
have just cited, what should we do, eliminate the law or continue it? 

Mr. Grepe. I think you ought to rely on the free market, because 
if those conditions 

Mr. Rains. Well, now, that is not an answer to my question. We 
have relied on the free market in times past and there have been 
other circumstances which you have enumerated, that, according to 
your statement, did not allow the free market to play, and as a result 
prices went up, up, and up. Do you think we might have that again? 

Mr. Greve. Well, they have allowed the free market to play, when 
there were no controls, and if vou have another 30-cent increase in 
wages, do you think that price control will hold the prices down? 

Mr. Rarns. That is what I am concerned about. I do not know 
whether it will or not. But I do know that if it comes, what you 
say is true, that the inflationary pressures are going to ‘be terrific, 
and charged with looking toward the future and not knowi ing whether 
it is going to come or not, what should a Member of Congress do, 
just wipe ‘out price-control legislation and take a chance? 

Mr. Greve. Putting on price controls will not stop the inflation. 

Mr. Rains. Well, of course, I do not believe in price controls any 
more than you do. But that is a very argumentative statement you 
have made. I don’t say that it will hold all the time, but Iam quite 
sure that there was some good inherent in it in World War II, for 
instance, and I feel we would have wound up in much worse shape 
than we eventually did if we had turned loose all the forces of in- 
flation. 

Mr. Grepe. I think there is some argument about that, but in 
World War II you were taking out of the economy a considerably 
larger percentage of production than is in any way contemplated in 
the present situation, with fifteen percent, at the most 20 percent, 
going out of the economy in the way of defense production. 

Mr. Rats. There is one other question I would like to ask you. 
One of the things that has had me in quite a quandary as I have tried 
to study this situation is this: 

I am informed that there are a great many commodities, manu- 
factured commodities, today, that are in oversupply. In fact, I 
know that is true. Textiles, for instance, and many more, and that 
the market is “soft’’—certainly bad in many respects. 

I am also informed that the people have more savings today than 
ever before, and that there is more money available. 

How do you account for the fact that great numbers of com- 
modities are in bad shape in the market today, when the people 
have plenty of money? What is going on? 

Mr. Greve. Well, I think there has been a pretty substantial pro- 
duction, which has provided a pretty ample supply. Furthermore, 
the American people have demonstrated that they do not necessarily 
buy when prices are low and sell when prices are high. They buy 
when they think prices are going higher. And I think that there is 
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no disposition on the part of the American public now to anticipate 
that there will be any increases in prices, and therefore they are not 
buying. 

Mr. Rats. Well, you caught me off balance with that. That 
sounds to me as though you think that the reason people do not 
think prices are going higher because Congress is going to keep price 
control on. That is not what you meant, is it? 

Mr. Grepe. Not at all. 

Mr. Rains. What did you mean? I do not understand you. 

Mr. Greve. Well, I think that the people, even in an open market— 
many of these prices that you are talking about, that are soft, for 
instance, are below ceiling prices now, so that the people are not 
relying on the ceilings. They are anticipating that the prices will 
not go higher, and so they do not buy to stock up. 

In addition to that, of course, they do have some inventories. 

Mr. Rerns. Well, I understand that in the case of certain appli- 
ances, they have heavy inventories, is that correct? 

Mr. Greve. That is correct. 

Mr. Rarns. Have you or your staff seen any trends toward deflation 
in the present outlook? 

Mr. Greve. Well, I think, just as you say, there are some soft 
spots in the market. I do not think there has been any substantial 
deflation, as yet. 

Mr. Rains. Going back to what Mr. Wolcott asked you about, that 
is selective controls, I did not quite get from your statement that 
your organization favored the retention, for instance, of regulation W. 
Is that what vou said? 

Mr. Greve. We are suggesting that selective controls, such as 
regulation W,-are useful as a tool in helping control the expansion of 
credit, and therefore the inflation. 

We have not, at this time, taken an official position as to whether 
regulation W should or should not have been removed. We are say- 
ing, however, that there should be power to impose that kind of credit 
control regulations——— 

Mr. Rarns. Ona stand-by basis? I mean you are advocating that 
they be retained on a stand-by basis to be imposed when the Federal 
Reserve Board thinks they are necessary? 

Mr. Greve. That is right. 

Mr. Rats. As Mr. Wolcott said, there are great segments of indus- 
try, such as automobile manufacturers, who are very vigorously 
opposed to the retention of that kind of controls. Are they members 
of your organizatlon? 

Mr. Greve. Some of them. 

Mr. Rarns. I think that is all, Mr. Chairman. 

Mr. Brown. Mr. Talle. 

Mr. Tauue. I will defer for the monent, Mr. Chairman, 

Mr. Brown. Mr. Dollinger. 

Mr. Do.urnerer. Mr. Grede, on page 4 of your statement, I read 
the following: 
recent events have demonstrated that the executive branch of the Government is 
prepared to resort to unconstitutional seizure of private property in order to 
impose the ‘‘reeommendations”’ of the Board. 

Are you not presupposing now that the Supreme Court is going to 
say that that seizure was unconstitutional? Do you not think the 
Supreme Court should decide that issue? 
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Mr. Greve. Yes; except that the decision of the last court is that 
it is unconstitutional. 

Mr. DouuinGer. The final decision is still in the hands of the 
Supreme Court. When the President made the seizure he was not 
aware that the district court was going to decide contrary to his views, 
so I think that statement on your part is purely your own thinking 
on the matter. Is that not a fact? 

Mr. Grebe. Well, it is the thinking of the court that made the 
decision. 

Mr. Douuincer. On page 17 of your statement, Mr. Grede, you 
make the statement that: 

The supply of housing (about 10 percent of the consumer budget) has increased 
faster than the population since 1940. 

You do not mean to infer in that statement that the supply has 
caught up with the demand? 

Mr. Greps. It has in some areas. Of course, there may be local 
areas when there is a situation, because of a peculiar fact in that 
particular community? 

Mr. DouuNncer. You would not say that was the low-cost housing. 
You would indicate by your remarks, I presume, that the housing 
is in the upper brackets——— 

Mr. Greve. Well, there are communities where there is a surplus 
of low-cost housing. 

Mr. Douutncer. If you are correct that would be in the minority. 
Would that not be a fact? 

Mr. Greve. Well, I have not counted the number of districts that 
are like that, compared with the total number of districts, but when 
you look at the total dwelling units that have been built since 1940, 
and the growth of the population, I think my statement can be sub- 
stantiated. On my chart 8, which shows the business districts, the 
West is the tightest on housing. 

Mr. Douurncer. Well, the East is pretty tight, too, because in the, 
city of New York, at least, we still have a great need of low-cost 
housing and the supply certainly has not come near meeting the de- 
mand. 

Mr. Grepe. You can pick particular localities, and on the other 
hand I can pick localities on which there is a surplus of housing. 

Mr. Do.turncer. I do not differ with you on that statement, I 
am trying to have the record indicate that that is not general thought 
throughout the country; that there are areas where there is a great 
need for housing at the present time. 

Mr. Grepr. I think there are areas where there are some housing 
needs. 

Mr. Douuincer. Mr. Grede, the NAM does not favor the continu- 
ation of controls. In your statement you say you want them to be 
discontinued at the end of June, when they expire; is that right? 

Mr. Grepe. That is right. 

Mr. Dotuincer. Would you state that there was a time, last year, 
or the year before, or even when we first instituted OPA regulations, 
that there was a need for controls of some kind or another in our 
economy? During World War II? Or would you disagree with that 
statement? 
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Mr. Greve. Well, quite frankly, in the early days of World War 
II I was not on the board of NAM. I am not certain what their 
position was. 

Mr. Doturneer. I am asking your position, if you cannot give me 
the NAM position, NAM at no time favored controls; is that not 
correct? 

Mr. Greve. That is correct. 

Mr. Dotuincer. Do you of your own knowledge know whether 
there was need for controls in our economy, say, during World War II? 

Mr. Grepr. My personal opinion is that there is some question as 
to the effectiveness of the controls, even in World War IT. 

Mr. Doturnerr. Well, you do know as a matter of fact that there 
have been some organizations representing industry who have ap- 
peared before this committee at some time in the past, and who 
advocated controls? 

Mr. Grepe. I think there have been. 

Mr. Do.tuirtneGErR. So that the position of NAM during the period in 
which they opposed controls was contrary to the opinions of some in- 
dustries that favored controls. 

Mr. Grepr. That is right. NAM does not have even complete 
agreement within its own membership. We have no way of getting 
complete agreement. We have no disciplinary power over our mem- 
bers. 

Mr. Douurnerr. I appreciate that. I just wanted to find out 
whether there were organizations that agreed or disagreed with you. 
That is all. 

Mr. Rains. Dr. Talle. 

Mr. Tatie. Thank you, Mr. Chairman. 

1 should like to ask, Mr. Grede, if you think that conditions in 
1946—immediately after the war—and conditions now, are comparable 
or analogous? 

Mr. Greve. Oh, I think they are quite different. In 1946 we still 

‘had a long backlog of pipelines to fill up. There was not nearly the 
supply of everything that consumers want that there is now. 

Mr. Tauue. For one thing, on the demand side, there was a terrific 
pent-up demand which had been growing and accumulating through 
the war years; is that right? 

Mr. Grepe. That is right. 

Mr. Tauxie. And then in addition, there were a lot of savings, be- 
cause people were encouraged—and I am glad they were-——— 

Mr. Greve. That is right. 

Mr. Tatue. To save money, through E bonds, and otherwise—they 
were particularly good because they did not contribute to expansion 
of means of payment through the banking system that brings on 
credit inflation. 

Mr. Grepe. That is correct. 

Mr. Tair. We had the pent-up demand on the one hand, and we 
had this tremendous money supply. I worked out a little essay on 
that back in those days, and my heading was “Money Without 
Goods.” That was the situation. 

For instance, used cars were selling at a much larger price than 
new ones. 

Then the demobilization occurred quickly, did it not? 

Mr. Grebe. That is right. 
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Mr. Tauue. I do not blame the people in the service, because 
they were war weary and eager to get home. Everybody wanted to 
get home in a hurry. And those who fought in Europe did not like 
to go to the Pacific, and I do not blame them for that. 

But the fact is there were a lot of people, several million, coming 
back, and also bidding for the scarce goods available. 

Mr. Grebe, That is right. 

Mr. Tauue. That is on the demand side. 

Now, on the supply side, there were, as I have said, tremendous 
shortages. Had there not been, we would not have had rationing; 
is that not right? 

Mr. Grepe. That is correct. 

Mr. Tate. We had rationing over quite a period of time. Then 
the supply was further complicated because of the strikes which you 
mentioned earlier. 

The further evidence of shortage of supply lies in the legal action 
taken by the Congress to pay subsidies for goods that were so short 
that the Government had to furnish money to produce copper and 
other strategic materials, at a price higher than the goods would have 
been produced at in a free market. In other words, they would not 
have been produced in those quantities in a free market. 

Mr. Grepe. That is correct. 

Mr. Tatuie. To my mind, the two situations are not comparable 
at all. 

Mr. Grebe. In addition to the points that you have mentioned, 
of course, there has been, in the meantime, a tremendous increase in 
our manufacturing capacity, which has grown year by year. 

Mr. Tauur. Improvement in methods. 

Mr. Greve. Improvement in methods, additional plant, and that 
has also increased the supply. 

Mr. Tauue. A forecast is difficult because, while we know something 
about human behavior, we do not know all the tricks that lie in human 
nature. 

Mr. Greve. That is right. Now we not only have to guess about 
human behavior in the free market, but we also have to guess about 
human behavior in the Government. 

Mr. Tauuie. Well, I will not comment on that. To me the condi- 
tions are entirely unlike; that is 1946 as against today. 

Mr. Greve. That is right. 

Mr. Tauue. And therefore, I believe we should legislate on the 
basis of conditions as they are now, and what we think they will 
reasonably be in the future. 

That is all, Mr. Chairman. 

Mr. Brown. Mr. Cole. 

Mr. Cote. Mr. Grede, will you comment upon the standard which 
OPS has set, which they call the industry-earnings standard? Are 
you familiar with that? 

Mr. Grepe. Well, you mean the process by which you get relief 
from the price regulations, based on your earnings? 

Mr. Coxe. That is right. 

Mr. Grepp. I covered that in my statement, in some comment 
about the function of profits in our economy, and I think, sometimes, 
that we overlook the necessary function of profits in a free market, 
regulating the supply and demand of materials, merchandise, and 
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foodstuffs, because, of course, it is profits that encourage investment, 
and they bring the investment to the place where it is needed. 

It is profits that encourage the production, in the situations where 
the production is most needed, and when we incorporate in contro! 
legislation attempt to control profits, we further complicate the 
opportunities for a free market to work, and we already have a pretty 
substantial control of profits through the various tax proc edures, the 
excess-profits tax, and the income tax itself. 

Then we have, on Government contracts, of course, the renegotia- 
tion processes before and after getting an order. And I think that 
it is a serious threat to our free economy when we attempt to regulate 
the profits to some prescribed formula. 

Mr. Cote. I have been trying to find, and have been unable to do 

o, the statement made either by Mr. Putnam or Mr. Arnall, in con- 
nection with the industry earnings standard, wherein one or the 
other of the gentlemen pointed out that the great productivity of 
American enterprise was based upon the idea of mass production and 
the absorption of costs, and that therefore the industry earnings 
standard was a proper means by which a governmental agency could 
determine whether or not the industry could absorb the costs. 

Do you understand my point? He said if industry does it, then 
why should not the agency of government do the same thing. Do 
you wish to comment upon that statement? 

Mr. Grepe. Well, let me comment this way: It is true that indus- 
try depends on mass production. The American philosophy has 
been to reduce the costs, reduce the price, increase the volume, and 
make less profit per unit but more total profit. 

Mr. Corr. That is right. Now why is it not proper for a Govern- 
ment agency to do that for industry? 

Mr. Grepr. Because, when you begin to have the Government— 
it is so easy to run the other fellow’s business, you know, much easier 
than it is to run your own. 

Mr. Corr. I am well aware of that. 

Mr. Grepr. And when you begin to make these formulas, you are 
assuming that all management will function the same. I am re- 
minded a little bit of a fellow that operated a stone quarry next to our 
foundry. I was certain that he never did anything right, and so were 
most of the neighbors. 

Well, when the fellow died, he left a pretty substantial estate for 
his widow. 

We have to leave for the ingenuity of management, the processes 
by which they make their investments profitable, and when the 
Government begins to set formulas, and say ‘“This ought to result,” 
they are assuming a standard of management, and that destroys the 
initiative and the ingenuity of the individual. 

Mr. Cote. Mere standardization does that? 

Mr. Greve. That is right. 

Mr. Cotz. Now on page 17 of your statement, No. 5, you say: 

Production levels of durable consumer goods (14 percent of the consumer 
budget) will be lower than peak levels of 1950-51. 

Dr. Talle was inquiring about that, and you mentioned that there 
was an expansion of production due to the expansion of plants, and 
so on, this year. 
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Have you any judgment, or any statistics, which would indicate 
how much of an expansion of durable-consumer goods will occur, let 
us say, in 1952 or 1953? ~ 

Mr. Greve. Well, the measurement, of course, is in capacity. 
Whether the production will oecur will depend pretty much on the 
demand. 

Mr. Coir. Yes, whatever measure you have. 

Mr. Greve. But on chart 9 is shown, for a few commodities, what 
the peak production was, and what the present production is, even 
without any expansion of plant. And there is room for that increase. 

Mr. Corr. Then it is difficult for you to say how much production 
there will be, of consumer durables, in 1952, as compared with 1950 
or 1951. 

Mr. Grebe. Of course that is more or less like asking me to guess 
what the market will be, what the demand will be. 

Mr. Coun. I realize that, but I have been concerned about the 
statement that we are siphoning, from our domestic production, a 
certain percentage of material for the use of the military, but I have 
not yet today had anybody, the Government or labor officials who 
came before us to testify, or anybody else, put their finger on any 
factor figure which would indicate, for instance, how much we are 
taking from the domestic consumption of durable-consumer goods, 
and using for the military. Is it possible to do that? 

Mr. Grebe. I think that it would vary, of course, with the market. 

At the present time, for instance, with inventories on most con- 
sumer durables high, I think it is safe to assume that there just is 
not any material being siphoned from that production into defense 
production. Take this very controversial item of steel for instance. 
We have had a tremendous increase in steel capacity and are con- 
tinuing to increase our steel capacity, and it is perfectly conceivable 
that there will be plenty of steel to make all the consumer durables 
we need in 1952, and supply the defense needs as they are now 
projected. 

Mr. Cour. I assume the NAM is interested in whether or not we 
have inflation? 

Mr. Greps. That is right. 

Mr. Coun. I assume you have some fear of inflation, do you? 

Mr. Greve. If we continue with an 85-billion-dollar budget and 
only provide for 70 billion dollars of it in taxes we are due for some 
inflation. 

Mr. Corz. The point I am making is this: you have made a state- 
ment here, as representing the manufacturers of this Nation, whom 
everybody acknowledge to be, shall I say, without peer in the world, 
in production. 

You have a definite interest, do you not, in whether or not we have 
inflation, and how it affects your industry. Therefore, if you are 
coming before this Congress as a selfish, interested group, solely in 
the interest of profit, that is one thing. But you also have a definite 
interest in whether or not we have a sound economy, have you not? 

Mr. Greve. Very much so, because of course it is only through a 
sound economy—if I can get selfish again—that we can protect our 
investment and our income. 

It is a fact that—call it selfishness if you will—but the byproducts 
of competitive selfishness, are in the interests and for the benefit of 
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the whole population, as has been demonstrated in this country over 
the years. 

Mr. Coxe. The thing I am getting at is this: It is said that those 
who oppose price control are those representing selfish interests, having 
no regard for the welfare of the people, and having regard only for 
profit—and may I say, it has been mentioned that the NAM is inter- 
ested solely in that—that is the reason I am asking you whether or 
not you have some interest in this thing other than profit. 

Mr. Grepe. Well, I have been spending a good part of this year 
traveling around the country, visiting with a lot of manufacturers, 
and other kinds of people all around the country, and I find the 
National Association of Manufacturers is principally people. 

Mr. Core. Well, that is strange. 

Mr. Mutter. You mean they are not taxpayers? 

Mr. Coxe. I think that is all. 

Mr. Rarns. Mr. Burton. 

Mr. Burton. Mr. Grede, now considering the international situa- 
tion of today, have you considered that we probably still do not have 
the full impact of defense needs, and with the potential there, would 
you not think it advisable for us to give consideration to suspension 
or modification of the present law, rather than permitting it to end, 
and running the risk of a reimposition, which would be far more 
disruptive, I should think, than a continuance of the present law? 

Mr. Grebe. No; I, too, would have to say frankly that I see nothing 
on the horizon that would cause any concern about the operation of 
the free market. 

I realize that there are dangers in the international situation to our 
country, but of course, we are always faced with concern over our 
relationships around the world, and I have some concern over whether 
the continuation of the control legislation is not more weakening to 
our defense effort and our economy, and whether it will not put us in 
poorer condition to meet whatever emergency there is on the foreign 
scene. 

Mr. Burton. Then you do not believe, even on the outbreak of the 
Korean war, that there was need for price control at all? 

Mr. Greve. No; I do not think so. I think it was the fear of 
control that produced the scare buying. 

Had there been no fear of control, I think the market would have 
very quickly adjusted itself. 

Mr. Burron. The scare buying produced unbridled inflation. 
Could we not have a similar situation again, considering the fact that 
we have gone through a considerable period, When consumers have 
been buying less than normally? They may have depleted their 
individual inventories, and with the savings that we now have, there 
is a possibility, is there not, of another scare buying period, or, as you 
express it, buying encouraged by the expectation of a higher market? 

Mr. Grebe. I think, first of all, that higher prices are not neces- 
sarily inflation in themselves. They are adjustments in the market, 
related to the supply and demand at the moment, and the quickest 
way to cure them is to let the free market increase the supply and the 
prices will quickly adjust themselves. 

If, however, you go into a period of that kind with price controls, 
then you are not helping the situation. You are keeping a lid on the 
supply, because you will not increase the supply under those circum- 
stances, and you yet will not reduce the demand. 
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Mr. Burron. I am going to agree with you that over a period of 
time, the essential factor is supply and demand, but you could have a 
temporary situation where the scare buying, or the buying in the 
expectation of higher a which you, yourself, have referred to, 
may create an abnormal situation and cause profiteering, the avoidance 
of which was the reason for imposing the law. 

Now is there not a possibility of that redeveloping in the period 
immediately ahead? 

Mr. Greve. Well, there is a possibility of some price rise in a similar 
situation but my contention—— 

Mr. Burron. Well, I do not have in mind an ordinary price rise, 
which may be necessary for readjustment. 

But an abnormal demand, which upsets the market, or upsets supply 
and demand, gives opportunity for profiteering, and the purpose of 
this law was to curtail that possibility. 

Now are we not in a situation where that could again develop? 
And if so, would it not be better to suspend or modify the law, so as 
to give as free a market as possible, and still have the mechanism 
ready for use if needed? 

Mr. Greve. No, I do not think you would do better with the 
attempt to control, because then you do not give price its proper func- 
tion in the market. You will not increase the supply if you do not 
let the price rise. 

The price performs a very special function in a free market, and 
when you disturb that function, then you will not cure the situation. 
That is exactly what happens. Controls produce shortages. 

‘Now what you need, to correct the situation, is surpluses, not 
shortages. 

Mr. Burton. An abnormal situation created shortages, created 
real shortages, and that was the reason for the law. 

Mr. Grebe. That is right, but the way to cure the real shortages 
is to let the price perform its normal function, and attract the capacity 
to the production of those things that are in short supply. 

Mr. Burton. And you make no exception to that? 

Mr. Greve. That is right. 

Mr. Burton. Thank you. 

Mr. Rarns. Are there any other questions? 

Mr. Mutter. Mr. Chairman. 

Mr. Rarns. Mr. Multer. 

Mr. Mutter. Did I understand you, Mr. Grede, to say that scare 
buying was caused by fear of controls? 

Mr. Grebe. Yes, that is right. 

Mr. Mutter. As I understood it, the scare buying was buying by 
those people who wanted to get the product, whatever the items 
were they were in the market for, at as low a price as possible. 

Mr. Greve. They wanted to get it before the allocation itself went 
into effect. You will remember—lI like to use sugar because we were 
also concerned about whether we were going to get sugar or not. 

Mr. Mutter. Well, as a matter of fact, it was the fellows who 
wanted to beat the gun and get under the line and push their prices 
up before the controls became effective that caused most of the rise 
in prices. 

Mr. Grepe. That would not cause any buying, of course. 

Mr. Mutrer. Of course it causes buying. If I am rushing in to 
raise my prices as fast as I can you are going to rush in to get my product 
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at the bottom price. You are going to try to get it at today’s price 
before I raise it tomorrow. That is what happened right across the 
country. Everybody wanted to get as much as they could at today’s 
price before the price went up tomorrow, because tomorrow it would go 
up again, and that is what the hysteria was right across the country. 

Mr. Grepe. Well, they were afraid of controls going in and alloca- 
tions going in and of course scare-buying is what created the demand. 

Mr. Mutrer. The people who had the goods wanted to beat the gun 
and get their prices up before controls became effective, and the 
consumers knew that and they wanted to get the goods before the prices 
went sky high, and the faster they went in to get them the faster the 
prices went up. 

Mr. Greve. Well, I would have to disagree with that analysis. 

Mr. Murer. That is the American right? 

Mr. Grebe. Yes, sir. 

Mr. Mutrer. I notice that as part of your anti-inflation program 
you advocate pay-as-we-go taxes, that is, balancing budgetary spend- 
ing and taxes? 

Mr. Grebe. Yes. 

Mr. Mutrer. And you say: 
pay-as-we-go means taxing as much as Government spends and conversely not 
spending more than the people are able and willing to pay. 

Now assuming the ability to pay, do you know any people who are 
willing to pay more taxes? 

Mr. Greve. Well when you say “willing to pay more,” I think most 
Americans are willing to pay their full share of taxes; yes. I think 
they object, however, when tax money is not spent wisely, 4nd when 
the Government unbalances its budget. 

Mr. Metrer. If it is necessary to unbalance the budget by spend- 
ing wisely for the security of the country, spending billions of dollars 
for the security and defense of the country, the average American 
citizen is willing to pay his share of that even though it means paying 
more taxes? 

Mr. Grepe. If it is spent wisely; yes. 

Mr. Mv rer. So the objection against an unbalanced budget is not 
directed against that part of the spending which is brought about by 
the defense effort? 

Mr. Greve. Well, it is not directed against any spending that”is 
wisely spent. I think there is some room in the defense budget for 
some savings without in any way curtailing the effectiveness of the 
defense program. 

Mr. Muvrer. That then fits in with your first item of “cutting 
Government spending’’? 

Mr. Grepe. That is right. 

Mr. Mutter. That means cutting the unwise spending? 

Mr. Grepe. That is right. 

Mr. Muutrer. Have you given us any specifications on what Gov- 
ernment spending you think or your organization thinks unwise and 
sbould be cut? 

Mr. Greve. Well I have not submitted it with my report, but we 
have made a study of where the budget can be cut. We usually 
present it to another committee oi Congress, but I will be glad to put 
this in the record. This is rather a compiete anal¥sis of the Federal 
budget, and, specifically, where we think savings can be made. 
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Mr. Rains. That is too long to put in the record. You can file it 
with the committee. 

Mr. Grepe. All right. 

Mr. Mutter. I think that is a good suggestion, Mr. Chairman, if 
you will file two copies, of that, say, with the committee, so that we 
do not bave to reproduce it and can still refer to it. 

Mr. Greve. We will be glad to send a copy to each one of you. 

Mr. Mutrer. Thank you. That is all, Mr. Chairman. 

Mr. Rarns. Mr. Deane. 

Mr. Deane. I have been a little concerned of late because of the 
wholesale action of the Federal Reserve Board, in saying that they 
would discontinue completely regulations, and I saw on a store window 
last night, either 3 or 4 years to pay for a refrigerator. 

Does your organization feel that the action of the Federal Reserve 
Board concerning regulation W is wise? 

Mr. Greve. Well, our organization does not pass on the widsom of 
extending credit. IJ think that is pretty much up to the seller. 

Now then, if there is too much expansion of credit, so that we get 
the equivalent of an increase in money supply, we think that the 
Federal Reserve Board ought to exercise its power to curtail the 
expansion of credit. 

But to decide whether a seller should give 4 years to pay for some- 
thing—I suppose that depends entirely on the credit risk, and the 
product, and the relationship between the buyer and seller. 

Mr. Deans. Do you not think that will contribute to more buying? 
Mr. Grepp. If there is too much expansion in installment selling, 
it will expand credit and it will increase buying. There are some 

folks now who are striving to increase the sales of their products. 

Mr. Drann. On the same day the Federal Reserve Board took this 
action, a friend of mine in the used-car business stated that the price 
of used cars jumped $25 to $50. 

Mr. Grup. Well, if the price goes up it will discourage used-car 
buying. 

Mr. Dann. You advocate indirect controls, and at the same time 
would leave the matter to the individual seller. 

Me. Grebe. I do not think we should. I think we should let the 
free market operate. 

Mr. Deans. What is your reaction to the fact in 1945 a medium- 
sized bomber cost $185,000 and today it costs $2 million? 

Mr. Greve. I do not have to get a reaction from the bomber, Mr 
Congressman. Everything I buy is about in the same proportion. 

Mr. Deane. W ell, I am concerned about it. The whole military 
purchase program from wool trousers to equipment for an armored 
division reveals some increase. What I want to know is, Why do you 
think that that tremendous rise took place? 

Mr. Greve. Because you have depreciated the value of our dollar 
by constantly unbalancing the Federal budget. And you have in- 
creased the money supply ‘by the increase in the Fedeal debt. 

Mr. Deane. Do you favor any increase in taxes this year? 

Mr. Grepe. Well I understand there is no increase planned. 

Mr. Deane. Do you approve of that action? 

Mr. Grepr. I think this year, in our study which we are going to 
mail you a copy of, we show that the budget can be balanced w ithout 
an increase in taxes this year. 

Mr. Deane. And you do not favor any increased taxes this year? 
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Mr. Greve. We think the budget can be balanced without increas- 
ing taxes and therefore we think it is unnecessary to increase taxes, 

As I stated, we ought to get a more stable base to our tax structure, 
and not rely entirely on income taxes, because I am somewhat con- 
cerned that the income taxes may not produce the budgeted amount. 

Mr. Dranz. I was interested in a statement before the Com- 
mittee on Ways and Means, that if every American made an absolutely 
honest tax return, we would have from 3 to 5 billion dollars more, 
and I am thinking of the fact that the great majority of American 
taxpayers have their taxes withheld. And it is interesting that | 
have had practically no replies or no statements from individuals on 
withholding objecting to the amount of taxes they are paying. 

Yet, when we have these statements, that if an absolutely honest 
tax return was filed, we would have an additional amount of revenue, 
I think we could balance the budget if every American made an ab- 
solutely honest tax return. 

That is all, Mr. Chairman. 

Mr. Rarns. Thank you, Mr. Grede. 

Mr. Mitter. Mr. Chairman, Mr. Dollinger asked a question about 
the position of the NAM with regard to controls both in 1950, when 
they went on, and also prior to World War II. 

I recall very definitely that we did not have an opportunity to 
testify when the Defense Production Act was passed. I am a little 
hazy on the exact position of the association prior to World War I]. 
I wonder if we might have permission to file a letter clarifying our 
position with regard to that so that the record will be clear. 

Mr. Ratns. You may, indeed. 

Mr. Grepe. Mr. Chairman, may we have the permission of insert- 
ing the charts attached to my statement in the record? 

Mr. Rains. That privilege will be accorded you. 

(The charts and letter above referred to are as follows:) 

NATIONAL ASSOCIATION OF MANUFACTURERS, 
Washington, D. C., May 16, 1952. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D. C. 

DeAR CONGRESSMAN Spence: At the conclusion of Mr. Grede’s testimony 
before your committee on May 13, 1952, I asked permission to submit for the 
record a statement regarding the position of NAM on controls prior to World 
War II and also at the time the original Defense Production Act was under 
consideration in the summer of 1950. Permission to complete the record in this 
respect was requested as a result of several questions directed to Mr. Grede by 
Congressman Dollinger at pages 1419 and 1420 of the transcript. 

In an effort to complete the record in this regard, I should like to submit the 
followmg information: 

The NA] M had not adopted an official position with regard to over-all govern- 
mental controls prior to World War II and did not testify either for or against the 
early controls legislation enacted during the first years of World War II. In this 
regard I refer to the First and Second War Powers Acts and aiso to the Economic 
Stabilization Act of 1942. 

Somewhat the same situation prevailed at the time the Defense Production 
Act of 1950 was being considered by the Congress. You will recall that only 
Government witnesses testified on this measure at rather brief hearings in both 
the House and the Senate. Hence, there was no opportunity for this association 
to express its views one way or another. 

I would appreciate it if this letter could be included as a part of the record at 
the end of Mr. Grede’s testimony. 

Very truly yours, 
LamMBERT H. MI.umr, General Counsel. 
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Chart 2 
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Chart 6 


PER CAPITA CONSUMPTION OF MAJOR FOOD COMMODITIES 
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Chart 8 
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Chart 10 


CONSUMER HOLDINGS OF DURABLE GOODS 
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Mr. Rains. The committee will now stand in recess until 2:30. 
(Whereupon, at 12:08 p. m., a recess was taken to reconvene at 
2:30 p. m. the same day.) 










AFTERNOON SESSION 





(The committee met at 2:30 p. m., pursuant to recess. Present: 
Chairman Spence (presiding), Messrs. Brown, Patman, Deane, 
Dollinger, Burton, Fugate, Wolcott, Talle, Hull, Nicholson, Buffett, 
and Betts.) 

The CuatrMan. The committee will come to order. 

The clerk will call the next witness. 

The Cierkx. Next witness is Mr. Clem Johnston, vice president, 
United States Chamber of Commerce. 
The CuatrMANn. Mr. Johnston, you may proceed. 


STATEMENT OF CLEM D. JOHNSTON, VICE PRESIDENT, CHAMBER 
OF COMMERCE OF THE UNITED STATES, ACCOMPANIED BY 
DR: EMERSON P. SCHMIDT, MANAGER, ECONOMIC RESEARCH 
DEPARTMENT, AND MR. TOM JOHNSON, ECONOMIC RESEARCH 


DEPARTMENT 


Mr. Jonnston. Mr. Chairman, my name is Clem D. Johnston. I 
am the proprietor of the Roanoke Public Warehouse, Roanoke, Va. 
I am vice president of the Chamber of Commerce of the United States 
and I am appearing in behalf of that organization. I have with me 
today Dr. Tom Johnson of the research department, along with Dr. 
Schmidt. 

I have a statement which I would like to read. 
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I appear before your committee representing the Chamber of 
Commerce of the United States, of which I am a director. I am also 
chairman of the chamber’s committee on policy, a member of its 
committee on national defense, and a member of its committee on 
international political and social problems. 

I come before you today to discuss the Defense Production Act. 
In testifying before this committee on May 31, 1951, on the extension 
of the Defense Production Act, the chamber called for termination of 
wage, price, and rent controls. 

The policy of the chamber, unanimously adoptal at the annual 
membership meeting in the spring of 1951, and reaffirmed by the 
members at the 1952 annual meeting held 2 weeks ago, states that 
the primary weapons against inflation must be the indirect meastires 
of effective monetary and fiscal policy, general credit controls, t»xa- 
tion and savings, and that all wage, price. and rent controls should be 
terminated promptly. 

We reiterate that position, and ask that these wage, price, and rent 
controls be terminated as of June 30, 1952. 

The Congress may deem necessary a temporary extension of the 
other provisions of the Defense Production Act, but we see no present 
reason for their extension beyond March 1, 1953. By that time the 
economy should be in a position to provide both the requirements of 
the defense program and the civilian economy without the need of 
complex production controls. 

Suspension and stand-by controls: There has been much discussion 
concerning the decontrol or suspension of price-control regulations on 
items currently selling substantially below price ceilings and which 
appear to have little prospect of again rising to those ceilings. The 
Office of Price Stabilization has given much publicity to their plans 
along this line and have suspended ceilings on about 16 commodities. 

The OPS has been catefid to point out that this is not ‘“‘decontrol”’ 
but “suspension,’’ which simply means that some of the record-keeping 
requirements are being relaxed. Removal of price controls on items 
selling below ceilings would do little more than that. In suspending 
price ceilings on such commodities, the OPS has worked out in advance 
plans for reinvoking controls in case the prices of these commodities 
begin to rise again. Price ceilings would be reimposed before these 
commodities reached previous ceiling levels. 

Procedures, such as the above, are probably worse than no decontrol 
at all, since they will create much confusion and uncertainty. Fur- 
thermore, from an economic standpoint, those items whose prices are 
at ceiling levels are the ones to decontrol, rather than those whose prices 
are below ceilings. If commodities pushing against ceilings are de- 
controlled, then, as their prices rise, marginal demand will be curtailed 
and production incentives increased. Long-continued imbalance 
between demand and supply is unknown in a free competitive market. 

There has been some suggestion that price controls and wage con- 
trols be placed on a stand-by basis in order that an organization. will 
be available to reimpose them in case they were needed. There is no 
need for any such stand-by organization. 

Such an agency would not be able to retain competent personnel 
if it were only in a stand-by position. The most competent personnel 
would most certainly return to their previous jobs. Inferior person- 
nel remaining would naturally succeed to the positions of authority 
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and if controls had to be reimposed, these people, in the top positions, 
would be a deterrent to recruiting competent personnel from outside. 

Prof. Richard B. Heflebower, an OPA advisor in World War II 
and now of Northwestern University, has pointed out that imposing 
price ceilings is not as big an administrative task as was once thought. 
He quotes Mr. Griffith Johnson, former Assistant Administrator of 
the Office of Economic Stabilization, as saying that a price freeze 
could be carried out before a large administrative organization is 
built up or while it is being built up and it can be done without 
causing significant distortions in the economy. 

We have in our country many persons in academic life as well as 
in private industry who have had experience with controls in World 
War II and under OPS. These people could be quickly called in 
and utilized to set up a price-and-wage-control program if such were 
needed again. 

If it is felt that some plan should be available for price and wage 
stabilization in case of an emergency, we would like to recommend that 
the function of studying and planning such measures be delegated to 
the National Security Resources Board. This Board was set up 
under the Security Act of 1947 with the specific function of advising 
the President concerning the coordination of military, industrial, and 
civilian mobilization. 

Included in this function is the preparation of programs: 
for the effective use in time of war of the Nation’s natural and industrial resources 
for military and civilian needs, for the maintenance and stabilization of the civilian 


economy in time of war, and for the adjustment of such economy to war needs 
and conditions (National Security Act of 1947, Public Law 253, 80th Cong., 


title I, see. 103 (e) (2)). 

This would seem to give authority to this organization, already in 
being, for a continuing study and planning of a program for stabilizing 
wages and prices in cases of emergencies. 

We believe there should be some means available for assuring an 
adequate flow of strategic materials for the defense program. But in 
view of the increases in supplies of many items that are now occurring 
and will occur by the end of 1952, Congress should reexamine the 
remaining parts of this act early next year regarding the need for its 
further continuation, in whole or in part. 

Considerable authority to assure military requirements for materials 
is found in existing legislation other than the Defense Production 
Act. Under the Universal Military Training and Service Act of 1948, 
the President, after consultation with the National Security Resources 
Board, was given the power of placing orders with American industries 
for materials needed for the Armed Forces or the Atomic Energy 
Commission and such orders shall take precedence over all orders, 
both private and public, which such industries at that time hold 
(Universal Military and Training Act, June 24, 1948, title I, see. 
468 (a) and (b)). 

Furthermore, in this law the President is empowered to require 
producers of steel in the United States to make available such quan- 
tities of steel as required for orders placed by the Armed Forces for 
steel and products requiring steel (Universal Military and Training 
Act, June 24, 1948, title I, sec. 468 (h) (1)). 

Thus, sufficient allocation and priority powers to insure the Armed 
Forces needed materials appear already to exist. 
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There is yet another function exercised under the allocation provi- 
sions of the Defense Production Act which we would like to see 
prohibited. This function involves the implementation of interna- 
tional allocation agreements covering strategic commodities. 

The chamber at its recent annual meeting adopted the following 
statement of policy: 

Our international trade should be conducted by private individuals and firms 
through the normal channels of trade developed by them operating under free 
enterprise, and should be as free as possible of artificial restrictions imposed 
by Government. 

Our Government should not directly or indirectly enter into any agreements or 
understanding concerning the allocation or distribution of any material, product 
or service in international commerce, so long as there is an adequate supply to 
meet the budgeted needs of national defense, including stockpiling and authorized 
military assistance to foreign nations. 

International agreements embracing both producing and consuming 
nations and designed to apportion the world supply and demand for 
various commodities could easily destroy international markets and 
would be at variance with the principles of free multilateral trade 
sanctioned in our Trade Agreements Act. While there may be need 
for such provisions in cases of war, there is danger that such allocation 
schemes will be converted into permanent “stabilization” arrange- 
ments and broadened from a few strategic materials, temporarily in 
short supply, to other goods of a basic, semifinished or finished nature. 
We do not believe the United States can reap any advantages from 
such agreements and they are contrary to American traditions of 
private contract and trading. 

Wage and price controls: Under the Defense Production Act of 
1950 the original intent was that wage and price controls would be 
used to prevent extreme and destructive price increases, and just as 
soon as the necessity for controls disappeared, they would be 
abolished. ‘The Defense Production Act of 1951 extended wage and 
price controls until June 30, 1952. 

While some people may contend that there is something to be said 
for these controls, any advantages would seem to be more than offset 
by the disadvantages. The main issue is: Do we need them under 
conditions facing us this year? 

Since March, a year ago, retail prices have risen less than 2 percent 
and wholesale prices have declined over 4 percent. Many prices, 
both retail and wholesale, are below ceilings. 

Inflation was checked in the spring of 1951 and has remained under 
control, due primarily to increases in taxes, credit controls, increased 
savings, and the relatively balanced position of the Federal budget 
which has necessitated little deficit financing. Price control has had 
little or nothing to do with this stability, as is suggested by the way 
in which individual prices have behaved since February 1951—some 
stable, some falling and some rising slightly. These relative price 
movements indicate that our free market economy is still functioning 
rather efficiently. 

The case for price and wage controls is predicated upon the assump- 
tion that supplies of consumer goods will not be able to keep pace with 
demand. Thus, to prevent prices from rising and possibly resulting 
in wages of scare buying, price controls are needed, some people say. 
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But in order to make price controls effective, so the argument runs, 
wage controls are needed to curtail spending power and hold down 
production costs. Yet wage controls themselves cannot be applied 
within our political climate without price control. 

The President, in asking for the extension and tightening of the 
wage and price control provisions of the DPA beyond June 30, 1952, 
emphasized this point: 

We are seeing now how vitally important it is to have firm price and ‘rent 
controls if we are to have effective wage stabilization. And we are seeing how 
impertant firm wage policies are if price and wage controls are to be effective. 

It appears that both parts of this argument are open to serious 
question. 

First: It is doubtful how much effect wage controls have exerted 
toward retarding wage advances. Measured from January 1951 (the 
date of the wage-price freeze) average hourly and weekly earnings in 
manufacturing have risen faster on the average than the Consumers’ 
Price Index—this, in spite of substantial new cost-raising excise taxes, 
reflected in the Consumers’ Price Index. Between January 1951 and 
February 1952 average hourly earnings rose 5.3 percent, average 
weekly earnings rose 4.8 percent, and the Consumers’ Price Index 
rosé 3.5_percent. 

During this same period average straight-time hourly earnings, the 
figure which many people consider most relevant in’ disc ussions of 
wage stabilization, rose by about 6 percent. 

Measured from June 1950 hourly earnings had risen about 13 per- 
cent by January 1952, while weekly earnings had risen 14 percent. 
During this same period consumer prices rose about 11 percent. This 
is shown by the chart which I now submit for the record. 

(The chart referred to is as follows:) 
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Mr. Jounston. Many wage contracts now carry cost-of-living and 
productivity escalation provisions. The Wage Stabilization Board 
has sanctioned cost-of-living increases as well as liberal fringe benefits, 
such as pensions and welfare plans, which are the same as wage 
increases as far as the employer is concerned. In fact, the Board 
has thrown wide open the door, virtually without any restriction or 
limitation, for new pension demands. 

It might be well to look for a moment at the history of wage stabili- 
zation as recorded by the general wage regulations issued to date. 

The original Wage Stabilization Board broke up on February 16, 
1951. The labor members walked out when they could not force a 
wage stabilization settlement in which wage rates would be increased 
12 percent above January 1950, levels, excluding fringe benefits. 
The public and industry members had agreed on 10 percent, including 
fringe benefits. On February 27, 1951, General Wage Regulation 
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No. 6 was issued allowing wage increases, including all fringe benefits, 
of up to 10 percent above January 1950 levels. 

The first break in this wage stabilization line was made on March 
8, 1951. General Wage Regulation No. 8 was issued, allowing cost- 
of-living escalator clauses in operation prior to January 26, 1951, to 
continue in effecu even though they pierced the 10-percent limitation 
of Regulation No. 6. 

At the same time, regulation No. 10 was put into effect allowing 
for so-called tandem or follow-the-leader wage adjustments to preserve 
historical relationships between groups of employees. On May 23, 
this regulation was further liberalized. 

On July 19, 1951, General Wage Regulation No. 13 dealing with 
fringe benefits was issued. It specifically exempted from the 10- 
percent limitation paid vacations, paid holidays, premium rates, shift 
differentials, call-in pay and such other fringe benefits as the Board 
might from time to time determine. 

Regulation No. 8 was revised on August 24 to liberalize cost-of-living 
escalation by exempting such agreements negotiated after January 25, 
1951, from the 10-percent formula of regulation No. 6. 

Regulation No. 8, revised, also permitted employers to increase 
wages at 6-month intervals in the absence of cost-of-living provisions 
in order to give effect to changes in the cost of living. 

General Wage Regulations Nos. 17 and 18, issued in October and 
December of 1951, respectively, allowed for ‘corrections’ in inter- 
plant and intraplant inequities in wage scales. 

General Wage Regulation No. 19, issued in December 1951, 
provided for health and welfare plans, the cost of which would not 
be offset against the 10-percent limitation of regulation No. 6. 

General Wage Regulation No. 21 of February 22, 1952, added pen- 
sions and profit-sharing plans to the total of fringe benefits allowed 
outside of the 10-percent formula. 

General Wage Regulation No. 13 was revised on April 11, 1952, to 
exempt all fringe benefits, other than those already covered in Regu- 
lations 19 and 21, from the limitations of Regulation No. 6. 

The Wage Stabilization Board has not as yet issued any general 
regulation concerning productivity or “annual improvement” pro- 
visions for wage increases. However, it has approved these pro- 
visions in wage contracts in existence prior to January 26,1951. This 
was the policy inaugurated when the General Motors contract was 
approved. 

But the Board has in effect granted what were productivity wage 
increases in numerous cases. Resolution 90, issued by the Board on 
March 28, 1952, permitted the processing of approximately 300 pro- 
ductivity increase petitions. The resolution authorized approval of 
the increases where there has been a history of direct relationship 
of wage movements of petitioners with industries having approved 
agreements containing productivity provisions. 

The net effect of all these regulations and resolutions is to open the 
door for all workers to get increases at least equal to those provided 
under the long-term General Motors contract. At the time this was 
negotiated, it was generally considered as one of the most generous 

contracts in the history of free collective bargaining. 

If the Wage Stabilization Board is going to allow all workers in- 
creases of this magnitude during a period of national emergency, 
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when wages are supposed to be stabilized, what can be the justification 
for the continued existence of a so-called Wage Stabilization Board? 

The industry members of the Wage Board have taken care again 
and again to point out the serious hazards which accompany un- 
warranted liberality in the fashioning of wage-stabilization regulations 
by the Board. 

It thus appears that wage controls have limited effects, at best, in 
retarding wage advances and are not curtailing the rate of expansion 
of purchasing power or holding down production costs. In fact, each 
ruling sets a target for all unions and for this reason some believe that 
the Board’s effect on net balance has been to stimulate wage increases. 

Second: It is improbable that price controls can long prevent rising 
prices in the face of rising demand. 

Prices of the consumer goods which make up the bulk of the cost- 
of-living index are determined primarily by the level of consumer 
incomes and expenditures and to a much lesser degree by short-run 
movements in production costs. This is true in the important areas 
of food and clothing which have the most immediate effects upon the 
cost-of-living index. Thus, it is effective demand, represented pri- 
marily by wage and salary payments, that will determine to a large 
extent current prices for such goods. It is for this reason mainly 
that wage increases are inflationary. 

In the so-called administered price area of the economy, which 
represents hard goods production to a large extent, production costs 
are more directly reflected in price policies. It is here that movements 
in wages are rather quickly reflected in costs and prices. Industries 
producing such goods are hesitant to expand their margins to any 
degree in the short run and generally make adjustments only on expec- 
tations concerning future costs over a considerable period of time. 

But since it is effective demand, as evidenced by the size of pay 
envelopes primarily, which really has the impact upon the cost of 
living price ceilings alone cannot restrain price rises. If consumer 
prices are pulled up by demand, far more drastic controls than we 
have to date would be necessary to restrain effectively such price 
rises. Price ceilings may have a little drag on the advancement in 
prices, but actual prices would reflect what people are willing to pay 
for much desired products. Only by a strict rationing system could 
this be prevented. 

The current supply situation: So far, in spite of repeated Govern- 
ment prediction, shortages of consumer goods have failed to material- 
ize. ‘Phus, one of the main reasons advanced for wage and price 
controls does not exist. In fact, many items are in oversupply. 
This includes many durable goods as well as soft goods. The textile 
industry is in a depressed state, operating considerably below capacity. 
Retail trade generally is characterized by buyers’ markets. 

I might add, Mr. Chairman, that I happen to be in the merchandise 
warehousing business in Roanoke, Va. We distribute about 300 
different lines in national distribution. To my knowledge, to date, 
not 1 of those 300 items is in short supply. The only thing that is 
short in Roanoke today is warehouse space, for manufacturers’ 
inventories. 

In our same city of Roanoke the American Viscose Corp., our second 
largest industry, that employes about 3,200 people, has been closed 
down for some 10 weeks with no immediate prospect of reopening, 
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although they are employing currently some 1,100 people on a modified 
production basis. 

In spite of strenuous merchandising campaigns, inventories have 
continued to mount during the last year until they stood at $70.2 
billion in January 1952. Retail inventories dropped slightly in the 
latter part of the year, but they have been more than counter balanced 
by a rise in inventories at the manufacturing level, which reached an 
all-time high in January. This is shown by the chart which I now 
submit for the record. 

(The chart referred to is as follows:) 
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Mr. Jonnston. The pipelines are full of goods. Many food items 
are selling below maximum price ceilings. Furthermore, the National 
Industrial Conference Board reports in the March 19? 52 Management 
Record that even with the statistics before you, it is difficult to deter- 
mine the effectiveness of price controls on foods during the last year. 

In some instances prices are pushing against ceilings, notably in 
the metal lines. But even here predicted shortages are failing to 
develop. The Defense Production Authority is easing up on “the 
allocation of some items. The steel industry has reported noticeable 
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softening of tight market conditions for some types of steel. Condi- 
tions have been such that OPS in the last few months has been 
occupied with attempting to revise price ceilings downward to marke: 
levels and suspending controls on items selling far below ceilings. 

Again, to use Roanoke as an example—I happen to be a director 
of a small foundry there that puts out cast iron soil pipe, an item that 
has been in very short supply until about 2 months ago, and then the 
market seemed to go out from under us, so much so that we have had 
to shut down two production lines and at the same time the price of 
this cast-iron soil pipe has fallen 15 points—enough to put the opera- 
tion below the break even point. 

While the consumers’ price index continued to creep upward 
through January of this year—it fell in February—wholesale prices 
turned down in April 1951 and have continued downward ever since. 
The great rises in wholesale prices in late 1950 and early 1951 have 
inevitably been reflected in the retail price structure. As wholesale 
prices continue drifting lower, their reaction upon retail prices is 
bound to follow. This is shown by the chart which I now stibmit for 
the record. 

(The chart referred to is as follows:) 
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Mr. Jounston. Meat prices, one of the most important factors in 
the upward movement of the cost of living in the last several years, 
have declined somewhat and appear headed for further decline. 
Cattle numbers are at an all-time peak, with the likelihood of going 
still higher next year. This will result in greater volume of animals 
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for slaughter and, unless demand increases considerably, further 
decline in prices. 

The CIO in its statement, Wage Policy in Our Expanding Economy 
(1952), in which it was making a case for higher wages, remarked: 

In 1952, it is predicted that soft consumer goods and services of all kinds will 
be readily available. It is assumed that by the end of 1952 or early 1953 consumer 
rr goods may become more abundant than is anticipated for the middle of 
1952. 

We are well along in the process of expanding the industrial base of 
our economy so that we will be able to carry the burden of the defense 
program as well as maintain and increase civilian production, unless 
there is a basic change in the international situation. 

Major expansion programs, such as steel and aluminum, will have 
passed their peak by the third quarter of 1952. Some industries will 
continue to expand at rapid rates for some time to come (for example, 
petroleum, natural gas, and electric power) but in most cases this 
expansion represents long-term growth. There is considerable opinion 
that business investment, as a whole, will turn downward by the 
beginning of 1953. 

But, if price control is abolished, will prices not rise? Indeed, some 
prices will rise; others will fall and some remain constant. 

But is this an evil? We think not. We think the free market and 
free prices are the very heart of our free economy and the free price 
mechanism is our greatest “secret weapon.” In fact, with proper 
monetary and fiscal policies the general price level can be held con- 
stant, even though individual prices are in a continual state of flux. 

Perfect stability of prices is neither desirable nor possible. Rela- 
tive prices and price movements have an extremely important function 
in our economic system. The price system in a free market economy 
performs three basic functions. 

(1) It guides the consumer in choosing the goods and services upon 
which he will spend his income. 

(2) It facilitates the movement of goods and services through the 
marketing system from producer to consumer. 

(3) It conveys the wishes of the consumer to merchants and other 
producers, thus guiding the allocation of resources in the production 
process by indicatmg to producers and distributors what to produce 
and what to supply. 

The consumer chooses how he will spend his income on the basis of 
relative prices. If he decides the price of one article is too high, he 
substitutes another for it. In this way he lets the producer know what 
to produce. Similarly, when producers see one product rising in price 
in contrast with another, it is a signal to increase output of the com- 
modity whose price is rising. He then shifts additional resources to 
its production. Furthermore, relative prices of labor, capital, land 
and other natural resources guide his choices in combining these fac- 
tors in the production process. 

The price mechanism operating through the free market is thus 
constantly working to fulfill the desires of consumers as evidenced by 
what they spend their incomes upon. It is constantly shifting re- 
sources from one line or endeavor to another and adjusting supplies 
of commodities to demand. Short-run conditions may run the price 
of a commodity up sharply. Yet the increased supplies that such 

price rises may bring onto the market, plus the substitutions of other 
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commodities of relatively lower prices will equally bring its price rise 
to a halt and correct the situation. 

For example, with the beginning of the Korean war there was a 
scramble for many items in anticipation of future shortages, partic- 
ularly with respect to business inventories of raw and semimanufac- 
tured goods. Consequently, the price of many commodities rose 
sharply. But they soon began to decline as soon as the market was 
able to judge and evaluate the long-run situation. 

In June 1950 the wholesale price index of woolen and worsted goods 
stood at 148 (1926—100). In May 1951 it had risen to 245, but by 
March 1952 it had declined to 163. 

Leather prices stood at 181 in June 1950, rose to a peak of 230 by 
March 1951, and declined to 155 by March 1952 

Wholesale price of cotton goods in June 1950 stood at 174. They 
reached 241 by February 1951, but dropped to 199 March 1952. 

Fats and oils rose from 112 in June 1950 to 217 in February 1951, 
and then declined to 94 by March 1952. 

Crude rubber rose from 53 in June 1950 to 151 in November 1950, 
and then fell to 104 by March 1952. 

Thus, from these examples we can see the free price mechanism 
operating constantly to adjust demand and supply. 

We must remember that all economic activity exists for the sole 
purpose of serving the needs and wants of consumers. In a free 
market it is through the price mechanism that they make their needs 
and desires known to producers. And it is through this same price 
mechanism that producers allocate productive resources. Relative 
price changes are the most efficient way of guiding economic activity 
along lines designed to give consumers the maximum in satisfaction 
from existing economic resources. 

Now what happens when prices are held below competitive levels? 
First, restraints upon consumption are lifted and the consumer is 
encouraged to buy, regardless of the supply situation concerning spe- 
cific goods and services. When things are overly cheap there is little 
incentive to economize. Equally bad, producers are not encouraged 
to raise output. In fact, the restraints placed upon-prices serve notice 
on producers to reduce production. Consequently, shortages develop. 
If price controls are imposed over any length of time, and they are 
actually set so as to restrain price rises, some form of rationing be- 
comes inevitable. And in order to encourage production, some ‘form 
of subsidies to producers must be adopted in order to maintain incen- 
tives. We have not vet been driven to these extremities because most 
price ceilings have been at or above free market prices. But this is 
no assurance for the future. 

What is of even more importance, the entire market structure is 
disrupted under controls. Consumers are no longer able to make 
their choices felt in the market. Producers, thus, no longer have 
effective guides as to what should be produced and in what quantities. 
Unbalance and mislocation in production and economic activity 
generally occurs. 

In a competitive market economy there is constant shifting of 
production and consumption in response to countless changes in 
prices. When price controls attempt to freeze any market pattern 
they soon become unrealistic to changing conditions. And such 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 745, 


price controls based upon long, involved complicated regulations, 
are impossible to adjust quickly. 

The normal competitive market makes every day in the normal 
course of business more price adjustments than a Government agency 
could process in 6 months, and these adjustments are generally made 
quickly and in appropriate amounts, by experts in close touch with 
their respective markets. 

Governmental price fixing, on the other hand, is slow and insensitive 
to market conditions. Each price adjustment must be studied, in- 
vestigated, approved by the appropriate authority and put into effect. 
By the time such takes place, the price adjustment has long since 
ceased to be relevant. Government regulation is one of the most 
incompetent, inefficient, methods of price determination that it is 
possible to devise. The same can be said for wage controls. 

As has been pointed out on innumerable occasions, direct controls. 
over prices and wages have little effect on inflation. It is significant 
that almost without exception every country that has suffered in- 
flation to any great extent in recent years has had rigid laws providing 
for direct controls over prices, wages, and materials and drastic 
penalties for noncompliance. 

Furthermore, there is an inherent danger of institutionalizing 
direct controls in the economy of our country. The longer we keep 
such controls the easier it becomes to rely upon them in trying to 
solve particular problems in the price system. 

There are many who would consider any rise or fall in prices as 
bad. But our economy must have room to adjust. We must not 
acquire the habit of thinking that problems of rises and falls in par- 
ticular prices can be solved best by direct controls. 

Mr. K. W. Taylor, of the Department of Finance in Canada, has 
very appropriately stated the case against price control (speech 
before the annual meeting of the American Farm Economic Association 
Guelph, Canada, July 24-27, 1951): 

It seems to me that the oversimplified popular argument for immediate over-all 
price controls fails on three counts; first, that by themselves they will be ineffective, 
since they do not go to the root of the matter; second, that to be administratively 
possible they require a unanimity of support, a singleness of purpose, and an acute 
sense of urgeney which do not at present exist; and finally, that unless we can fee! 
sure that they can be abandoned within a relatively short time, they will begin 
to erode the foundations of the very freedom we are resolved to defend. 

It is sometimes asserted that the tremendous liquidity of our 
economy makes controls necessary. For example, it is pointed out 
that individuals own about $65 billion worth of Government securities 
which they can turn into cash on short notice. Furthermore, time 
deposits are about $62 billion. Demand deposits stand at nearly 
$100 billion. This tremendous amount of potential purchasing power 
is capable of exerting enormous pressure upon prices. 

This argument is neither a sufficient nor a necessary condition for 
maintaining controls over our economic system however. We have 
had such liquidity all through the postwar period and we will continue 
to have it. With increases in savings, encouraged by the Government 
itself as an anti-inflationary measure, such liquidity will more than 
likely increase in the future. If this is an argument for price and 
ep controls, it means we must have these controls on a permanent 

asis. 
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Insofar as the wage-price problem is considered as an approximate 
balance between aggregate demand and supply at full employment, it 
is also not a temporary problem. It is one we have dealt with during 
the war and postwar periods and undoubtedly will deal with in the 
foreseeable future. In conditions of near full employment, in peace- 
time or wartime, the power to raise certain prices is tremendous 
(particularly wages, the price of labor). In this kind of. situation, 
wage and price controls are largely ineffective and what is more dis- 
astrous, as we are witnessing at present, the tendency is either to post- 
pone or not to face the real problems inherent in maintaining economic 
stability, under the guise of relying upon a system of direct wage-and- 
price controls. 

Again Mr. K. W. Taylor has stated succinctly: 

In a democratic country in which pubtic opinion is deeply attached to the sub- 
stance of freedom—freedom to choose one’s employment or vocation, a free 
market, and free collective bargaining—the task of government is not to order 
and direct the nation’s economy; but rather to guide, steer, or nudge the economy 
toward the objectives dictated by the national interest. 

We must remember we are in a defense period, not an all-out war. 
We will be devoting 15 to 20 percent of a rapidly expanding gross 
national product to defense-related activities in the next several vears. 
Such a program does not call for the same degree of regimentation of 
our economy that was required when we were engaged in total war and 
devoting 40 percent of our output to defense. 

We should also remember that we are carrying out this defense 
program to preserve the freedoms of action we so cherish. We should 
not destroy those freedoms from within in the name of defending 
them from without. 

We are constantly holding ourselves up as an example of a free 
people to the rest of the world. If we rely on detailed price-and-wage 
controls, we must expect our European allies, who are even more 
control-minded, to go much further in regimenting their people and 
their economies to the detriment of abby to and economic output. 
We should set an example. 

Among the many direct controls that would be extended by this 
act is rent control. The national chamber, by vote of its member- 
ship at the annual meeting in April 1952, adopted a policy stating 
that rent control, being a form of price control, should be discontinued 
when other price and wage controls are discontinued. This policy 
further states that any specific problems in this field caused by de- 
fense installations should be handled by the States in cooperation 
with the local communities. Accordingly, we recommend that the 
Rent Control Act be allowed to lapse on June 30, 1952, along with 
wage-and-price controls. 

As of February 28, 1952, Federal rent control was in effect in only 
289 areas. Since the end of World War II, 1,561 areas have been 
decontrolled. In most of the United States we have a free market 
for rental property—a free market that is proving its ability to pro- 
mote the efficient use of avaiable rental space and to stimulate the 
construction of new rental accommodations where needed. 

It will be argued that rent control is needed in critical defense 
housing areas to “protect’’ the serviceman and defense worker. In 
some cases it may be necessary to provide a certain amount of tem- 
porary Government housing, but all too often the “protection” 
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provided by rent control takes the curious form of discouraging the 
construction and conversion of additional rental units. Nothing has 
a more engl 3 effect upon such investments, which are precarious 
enough at best, than the rigidities of Federal rent control. 

Critical areas result from a sudden influx of new families demanding 
housing space exceeding the available supply. Experience of World 
War II] has shown that a considerable part of this influx remains after 
the emergency has passed. The only way an additional supply of 
housing can be provided is through construction and conversion. 
To hinder this is a step in the wrong direction that will lead only to 
further demands for Federal aids to provide the needed housing. 

Direct price and wage controls can only attempt to cover up under- 
lying inflationary facts. It can never be overemphasized that a 
general rise in prices is only a sympton of inflation. The underlying 
causes resulting in a disproportionate increase in effective demand are 
generally characterized by an expansion of credit in the private sector 
of the economy and/or deficits in the Government sector. This simply 
means that consumers and Government are attempting to buy more 
goods and services than are currently being produced. 

If we are to control inflation we must concentrate our efforts upon 
bringing purchasing power into line with available goods and services 
in the market, at approximately current price levels. This means 
that we must look primarily to the realm of monetary and fiseal policy. 

Taxation is one device available for curtailing consumer spending 
power as well as providing the revenues necessary for Government 
spending. Curtailed civilian consumption frees productive resources 
for defense production. ‘Taxation was one of the areas in which the 
Congress took action after Korea and it has been a factor of consider- 
able importance in controlling inflation. 

We have had three separate revenue acts since June 1950, which 
have raised taxes on both personal and corporate incomes to high 
levels. ‘The minimum tax rate on individual income in the lowest tax 
bracket is over 22 percent and the normal and surtax rates on cor- 
porate income take approximately 52 cents out of every dollar of 
profit. Combined with excess profits taxes, an average of nearly 60 
cents of every dollar of corporate profits is going to the Federal Gov- 
ernment, 

Corporate profits, before taxes, began to decline after the first 
quarter of 1951. Corporate profits after taxes started downward in 
the first quarter of 1951. The most widespread characteristic of last 
year’s corporate reports was a rise in the dollar volume of business, 
offset by a rise in operating costs and taxes which resulted in a narrow- 
ing of the net profit margin. 

There is considerable responsible opinion that we have reached the 
area of diminishing returns in the field of income taxation. With this 
opinion the national chamber is in full agreement. 

The fact that we have had a budget roughly in balance up to the 
present, with even an appreciable surplus in the last fiscal year, has 
contributed effectively toward the price stability since the spring of 
1951. The Government on balance has been ‘creating little new 
money through deficit financing. A cash budget nearly in balance is 

expected this fiscal year. But if we are to maintain a balanced budget 
in fiscal 1953 and thereafter and prevent inflationary deficit financing, 
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we must look primarily to curtailing Government expenditures to 
within estimated revenues. 

We have employed up to the present, in a very effective manner, 
the anti-inflationary weapons of taxation and a balanced budget. 
In the future, however, we should rely mainly upon reduction in 
Government expenditures to maintain the budget in balance and to 
permit, as soon as practical, a reduction of the present high rates of 
income taxation. 

From June until the end of 1950 bank loans rose by nearly $10 
billion or about 20 percent. Demand deposits rose over $7 billion 
or 8 percent. Currency outside banks increased slightly, so that the 
total money supply increased by 7 percent. As a group of distin- 
guished economists at the University of Chicago pointed out: 

With a rise of over 8 pereent in demand deposits, it is a little wonder that 
personal income rose about 10 percent, wholesale prices by 11 percent, and cost 
of living by nearly 6 percent. It is no accident that these figures are so nearly 
the same magnitude (the Failure of the Present Monetary Policy, statement of 
members of the Department of Economics, University of Chicago, February 1 
1951). 

This increase in the money supply, with the resulting price rises, 
was made possible primarily by purchases of Government securities by 
the Federal Reserve System. In other words, it was monetization 
of Government debt. During the last 7 months of 1950 Federal 
Reserve holdings of Government securities rose by nearly $3.5 billion 
or around 20 percent. 

While an outflow of gold offset about half of this increase, nearly 

2 billion was added to member bank reserve balances by the security 
purchases and other Federal Reserve operations. This increase in 
reserves was more than enough to support the rise in demand deposits 
of about 8 percent. 

Debt management policy designed to maintain artificially low inter- 
est rates, implemented through EGS under the Government bond 
market, was at the root of the inflation of 1950. So long as the 
Federal Reserve was required to maintain rigid supports under the 
Government securities market, it was unable to effectively prevent 
private credit expansion with the resultant rapid rise in prices. 

This was in spite of the fact that selective credit controls were being 
reimposed. Such selective credit controls, favored by the adminis- 
tration, could not curtail the over-all volume of consumer buying to 
any significant extent and prevent inflation so long as there were 
available funds from other sources to finance consumer purchases. 
In other words, the fallacy of preventing inflation by trying to control 
credit selectively while doing nothing to prevent general credit ex- 
pansion, was exposed. Selective credit controls are useful devices for 
curbing or diverting demand along certain lines. As such, they 
have limited emergency usefulness where conservation of certain 
strategic materials is necessary. 

The “accord,” between the Federal Reserve and the Treasury, 
announced in March 1951, allowed the Federal Reserve to relax its 
pegs under the Government securities market and regain some measure 
of control over credit expansion. Rising interest rates plus the refusal 
to moneti-e the Government debt were powerful checks upon expan- 
sion of credit and inflation. This was the most potent anti-infla- 
tionary weapon employed, since the creation of purchasing power by 
the banking system was curtailed 
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We must continue general controls over credit through such opera- 
tions as well as the normal prudent restraints of the banking system. 
Even though the Federal Reserve Board has recently suspended its 
voluntary credit restraint program, individual banks and_ business- 
men should continue to limit themselves to essential needs as long 
as there is any threat of inflation. 

With effective general credit controls, selective credit controls, 
which after all are a form of direct control and are complex in their 
operation and impact upon the economy, can be relaxed or abolished. 
The Federal Reserve Board took a step in this direction last Wednes- 
day when it relaxed regulation W. 

Debt management policy providing Federal financing at the cheap- 
est possible interest cost must be subordinate to effective monetary 
and credit control if we are to maintain the stability of the dollar in 
the future. 

Consumer savings have, since the spring of 1951, risen above normal 
levels. This is evidence of the public’s faith in the future. Such 
savings should be encouraged as a means of curtailing purchasing 
power in the period ahead. 

These measures of a balanced budget, effective monetary policy 
and credit controls as well as debt management policy and increased 
personal savings, are the only effective means for controlling infla- 
tion. To the extent we have employed them in the last year we have 
seen inflation checked. We must continue them in the future. 

It is interesting to note the effects of these controls in foreign 
countries. Canada has refused to adopt wage and price controls and 
she has experienced no greater inflation than we have in this country. 

The consumers’ price index in Canada has risen slightly more than 
it has in this country, but Canada has adopted much higher sales 
and excise taxes that have been reflected in increased prices. Even 
so, the cost-of-living index has been declining since January of this 
year. 

Canada has consistently maintained a pay-as-you-go fiscal policy 
since the end of the war in spite of an increase of more than 50 per- 
cent in total Government expenditures since Korea. In fact, she 
has ended each fiscal vear since World War II with a surplus and 
has retired a considerable portion of her national debt. Furthermore, 
she has secured about 45 percent of the increase in Government reve- 
nues from sales and excise taxes, that is, from taxes on spending. 
She has raised interest rates and applied effective credit regulations. 

Canada has followed an energetic policy designed to bring the 
flow of spending into better alinement with the available flow of 
consumer goods and services through higher interest rates, tightened 
credit, increased taxes, and pay-as-you-go budgetary policy. 

The United States, known throughout the world as the most 
stanch defender of human freedom and a free economy, should surely 
not move in the direction of greater direct controls. But every issue 
should be resolved in favor of the release of human energy and the 
freedom to produce. 

In conclusion, we reiterate our position that there is no need for 
continuation of wage and price controls (including rent controls) in 
the Defense Production Act. Barring a substantial step-up in defense 
activity, few items appear in short supply. Furthermore, capital ex- 
penditures, on the whole, appear headed downward after the end of 
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1952. We will have passed the peak in broadening the productive 
base of our economy. 

While the defense program should be assured an adequate flow of 
strategic materials, none of the other provisions of the Defense Pro- 
duction Act should presently be extended beyond March 1, 1953. At 
that time Congress should reexamine the act, with a view to the need 
for its further continuation in whole or in part. 

To control inflation, we must rely upon the indirect measures of 
effective fiscal and monetary policy, debt management, general credit 
controls, and savings. 

We must remember that we are carrying out this defense program 
to preserve the freedoms of action we so cherish. We should not 
destroy those freedoms from within in the name of defending them 
from without. A complex blanket of direct controls, continued for 
any appreciable period of time, would so distort our economy as to 
make a return to free competitive market conditions difficult. 

While few Americans have any strong leanings toward controls, 
there is a strong disposition to demand that whatever regulations and 
controls we retain they should be short, simple, easy to understand 
and to apply. 

It is of the utmost importance to grasp thoroughly and fully that this 
struggle and striving for simplicity 1s a forlorn hope. What is compli- 
cated in fact cannot be made simple. 

We produce some 8 million different items in America plus hundreds 
of thousands of services. 

Every enterprise, every product, and every market is a little different. 
Differences in climatic conditions, local variations in production and 
buying habits, varying conditions of supplies, demand, costs, labor 
skills, productivity, and attitudes, taxes, and a host of other factors— 
all these must be taken into account. What fits one business or market 
or region or locality, cannot be made to fit others. 

Regulations and controls must be complicated and highly diversified 
if they are to fit. Thus the struggle and drive for simplicity and 
understandability is not attainable and we should not hold out this 
hope. 

At this point, Mr. Chairman, I would like to submit for the record, 
appendixes A and B. 

The CuarrMan. They may be inserted in the record. 

(The information referred to is as follows:) 


APPENDIX A 


STATEMENT OF Poticy Apoprep BY MEMBERSHIP OF THE CHAMBER OF COMMERCE 
or THE UNITED Srates, Aprit 1952, on Economic Ponicies FoR DEFENSE 
MoBILIZATION 


In this period of defense mobilization, domestic economic policies should be 
devised for the long run and their objective should be to maintain our independence 
by building and preserving our economic strength. 

The objectives of these policies should be: 

1. To achieve maximum use of the productive potential of private industry. 

2. To promote the most effective balance of economic output as between 
military and civilian needs, and within these two categories: (a) ‘lo restrain infla- 
tion; (b) to distribute the burdens of mobilization equitably and efficiently; and 
(c) to maintain the vitality of an economy with free competitive markets. 

To meet these objectives we urge the following economic policies: 

The present program of wage and price controls is at best only a temporary 
expedient. Inflation cannot be controlled effectively without relying mainly on 
indirect controls which strike at the sources of inflation, 
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Every effort therefore should be made to make indirect. controls the primary 
weapon against inflation. With proper emphasis on them Government wage and 
price-fixing should be unnecessary. Accordingly, we urge the following principles: 

1. The stimulation of maximum production and employment by a free price 
— system that will concentrate effort on essential military and civilian 
needs. 

2. Consistent with the defense program, a substantial reduction in governmental 
expenditures, Federal, State, and local; a balanced tax structure, avoidance of 
deficit financing, and incentives to work and produce, to decrease the burden on 
production and restrain inflation. 

3. Utilization of fiscal and monetary policies designed to prevent excessive 
credit expansion and inflation. With the effective utilization of these general 
controls, selective credit controls, except as a war measure, should be relaxed. 
Selective credit controls are complex in operation and arbitrary in effect. 

4. Management of the Federal debt along lines that will minimize its inflationary 
consequences, and be a brake upon its monetization. 

5. Stimulation of individual savings. 

6. Prompt termination of all wage and price controls, with the understanding, 
of course, that if, and so long as, either of these controls continues, both shall be 
continued. Rent control, being a form of price control, should also be terminated. 
Any specific problems in this field caused by defense installations should be handled 
by the States in cooperation with the local communities. 

7. No material, product, or service should be controlled by governmental allo- 
cation or otherwise,e xcept when, and then only so long as, the supply is not 
sufficient to meet the budgeted needs of national defense, including stockpiling 
and authorized military assistance to foreign nations. Even under such circum- 
stances such controls should be only in accordance with specifically authorized 
congressional policy. 

Our international trade should be conducted by private individuals and 
firms through the normal channels of trade developed by them operating under 
free enterprise, and should be as free as possible of artificial restrictions imposed 
by Government. 

Our Government should not directly or indirectly enter into any agreements 
or understanding concerning the allocation or distribution of any material, 
product, or service in international commerce, so long as there is an adequate 
supply to meet the budgeted needs of national defense, including stockpiling and 
authorized military assistance to foreign nations. 

There should be realistic application of these policies. Continuance of less 
effective and superficial methods will be wasteful of human and other resources 
and will seriously discourage and disorganize production. 


APPENDIX B 


The Chamber of Commerce of the United States is a national federation of 
3,151 trade associations and local chambers of commerce, which, in turn, represent 
1,450,000 individual businessmen. Because the chamber in membership and 
direct interests embraces every important activity in our economy; and, through 
its membership—small businesses as well as large—it presents the opinion of a 
cross section of our entire economy. Thus, it is that policies of the chamber do 
not represent the views of some special group or particular interest, but are drawn 
from the diverse interests of the country as a whole and are voted by its member- 
ship. This voting, incidentally, is so regulated that no geographic concentration 
of interests or economic concentration of power can override the broader interests 
of the entire membership. 

Since the Chamber of Commerce is a democratic organization, and since its 
membership encompasses the widest range of interests, the members retain every 
right to express themselves as individuals. 

The CuatrmMan. Mr. Brown, do you have any questions? 

Mr. Brown. Mr. Johnston, are you in favor of indirect controls? 

Mr. Jounsron. Yes, sir, decidedly. We think they are now being 
effective. 

Mr. Brown. Are you in favor of raising taxes? 

Mr. Jounsron. We think that we are currently at the productive 
limit of taxation, particularly in the higher brackets. We did favor 
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the use of taxation as a curb on inflation. We think at the moment 
that a raise in taxes would be self-defeating, because we are actually 
seeing considerable slackening up by the men in the higher brackets—a 
refusal to go into new venture enterprises because of the impact of 
the excessively high rates of taxation. 

Mr. Brown. I ‘think, Mr. Johnston, if you raise taxes any higher, 
you are going to run a lot of producers out of business. 

Mr. Jounsron. That is what we think, sir. 

Mr. Brown. That is all. 

The Cuatrman. Dr. Talle. 

Mr. Tauuie. Thank you, Mr. Chairman. 

Mr. Johnston, has your organization ever considered eccaiiitidlne 
rationing of any goods at all? 

Mr. Jonnston. Y es, sir; in the OPA, back in 1942, we supported 
price controls and rationing. We think that if a real national 
emergency, a new Pearl Harbor or World War II, would be upon us, 
we would favor controls and strict rationing. 

The thing that we fear now is that with no obvious need for con- 
trols, that “people are going to be negligent and unimpressed by 
controls, and they will lose respect for controls and for government. 
But we do believe in times when the national emergency would run 
us up to 40 percent, as they did, say, in World War II, we would have 
to have controls and rationing. 

Mr. Tatue. There were a lot of shortages in World War II; were 
there not? 

Mr. Jounston. I am told so. I was in the Army at the time, but 
I am told there were some very severe shortages. 

Mr. Tatuir. In World War II, price control and rationing went 
hand in hand; did they not? 

Mr. Jounston. Yes, sir, and I think they had strong public sup- 
port, because everyone recognized the necessity for both. 

Mr. Tatts. That is right. The conditions during World War II 
were quite different from the conditions that have prevailed since the 
Defense Production Act of 1950 was enacted by the Congress; is 
that not right? 

Mr. Jonnsron. I see no comparability of the two situations, 
particularly in the last 6 months, when surpluses have developed in 
almost every line. 

Mr. Tatuie. My colleague, Congressman Brown of Georgia, will 
remember that in successive meetings of the “watchdog committee,”’ 
so-called—Mr. Brown and I are both members of it, and Mr. Brown 
is vice chairman of it—in successive meetings of that committee— 
you see, that is a joint committee, Senate and House—I asked the 
then Price Administrator, Mr. DiSalle, whether he contemplated 
rationing, and his answer was always ‘‘No.”’ 

I take it, therefore, that there has never been any intention on the 
part of the administration to utilize rationing under the conditions 
that have prevailed since 1950 down to now. ‘That is why I am asking, 
has your organization contemplated the use of rationing under 
conditions such as have prevailed since 1950 down to the present? 

Mr. Jonnston. We, of course, discussed them, but we found no 
need for rationing in the present situation. Allocations, in the early 
part of the Korean emergency, yes; we felt they were necessary, of 
certain strategic materials, but rationing for the public generally we 
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felt was completely unnecessary because we could not see any;short- 
ages. 

Mr. Taiz. But it would appear that when prices are below ceiling 
prices, that is when over-the-counter prices are below ceiling prices, 
there would be no need for rationing. 

Mr. Jounston. We could see no need whatever for that, and we 
think that would apply to the great majority of present commodities. 

Mr. Tauue. It would also appear that there would be no need for 
price control. 

Mr. Jounsron. We think there is no present need for price con- 
trolling. 

Mr. Tau.e. In economic theory—and I think in practical eco- 
nomics, too—we are told that it is the function of market price to 
balance demand and supply. I have been talking about that for a 
couple of days. 

Mr. JoHnston. Yes, sir. 

Mr. Tauuie. That assumes a free market, no unnatural hinderances, 
no Government fiats, and no unusual obstacles, leaving the forces 
of supply and demand free to operate without obstacles. 

It would appear to me that when over-the-counter prices are 
below ceiling prices, a free market should prevail. 

Mr. Jounston. Yes, sir. 

Mr. Tatue. And as I said the other day, the OPS, in a situation 
like that, becomes merely a decorative bill of expense. 

Mr. Jounston. It is also an impediment, because it does involve 
very extensive record-keeping on the part of industry. 

Mr. Tain, That is part of the decoration. It certainly is an 
expense. 

Mr. Jounston. Yes, sir. 

Mr. Tauue. That is all; thank you, Mr. Chairman. 

The CHarrMan. Do you feel confident that if we take off all con- 
trols there will be no spiraling rise in prices? 

Mr. Jounston. Yes, sir, | am confident that there will be no 
general spiraling rises. As I said, if we took off all controls there 
would be some price rises in items that are in short supply and we 
think there should be. We think that is the best way of curing the 
short supply. But the fact that today we have no black markets 
except perhaps in potatoes and maybe a little shadowy part in the 
certain grades of steel, is to us the best indication that there are not 
any items in really short supply. 

The CuarrMan. With the income of the American people higher 
than it has ever been in the history of the Nation—seven times as 
high as it was in 1933 and 1934—with the Government spending vast 
sums in the defense effort, with much of that money going into the 
pockets of the people and not being used for the production of con- 
sumer goods, do you not think there is a danger that if we take off 
all controls now there would be a runaway of prices? 

Mr. Jounsron. There would be, Mr. Chairman, if we had not at 
the same time so vastly improved our productive capacity. So much 
so that manufacturers’ inventories are close to an all-time high at 
the present time and many lines are shutting down production 
because of these surpluses on the market, and their capacities to 
produce much greater than they are currently utilizing. 
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The CuatrmMan. When you take off those controls, manufacturer 
to seller, in a free competitive market, with the almost unlimited power 
of the people to purchase, it seems to me there is a very decided danger 
of a great spiraling rise in the prices of commodities, and notwithstand- 
ing all of the statistics that we hear, men are guided very much by 
their own experience. 

I find prices very high for the commodities that we all need—food 
and clothing—they are still high. When you go to the grocery store 
to buy food, you find that prices are still high. I do not know who 
gets them, but they are high, and high by anv standard. 

My secretary the other day—he raises some hogs—he said, ‘We 
get 15 cents a pound on the foot,” and I just paid 90 cents a pound for 
pork chops. That is the way it is everywhere. 

I think we are confronted with a real peril. And you say that we 
cannot siphon off any of the purchasing power by taxation according 
to your theory, because we have reached diminishing returns. 

Mr. Jonnson. In the high brackets. In the event of a national 
emergency, I think we would have to impose some form of sales tax 
or excise tax. 

The CHarRMAN. Was your organization ever in favor of high taxes? 

Mr. Jounston. In times of real national emergency we would favor 
some type of sales or excise tax. At the moment, as I say, we are 
against higher taxes in the higher brackets, and on corporations, 
because we think we have actually reached or passed the law of 
diminishing returns. 

The CHarrMan. You reserve the right to say when the emergency 
exists. 

Mr. Jonnstron. I think Congress should say that. We would like 
to testify to Congress at the time. 

The Cuamman. Well, you say there is no emergency now. 

Mr. Jonnston. No; we say there is not. 

The CHatrMan. Now, would now be a time to siphon off excess 
purchasing power by taxation because you do not believe an emergency 
exists? 

Mr. Jounston. That is right. 

The CHatrMan. Do you believe in indirect controls? 

Mr. Jounstron. Yes; we think that is a true and proper answer to 
inflation, and we think that wage and price controls are merely treat- 
ing symptoms. They are not the underlying cause itself. And they 
could only be temporary in their effectiveness. 

The CHatrMan. Has your organization ever been in favor of price 
control? 

Mr. Jonnston. During World War II; yes, sir. 

The CHarrMAN. Since hostilities ceased in that war, you have not, 
have you? You have been opposed to it? 

Mr. Jounstron. I do not recall. I was in the war, and then follow- 
ing the war I spent about a year and a half with the Reconstruction 
Finance Corporation, helping them set up these surplus property dis- 
posal centers, so 1 am not too familiar with what the United States 
Chamber of Commerce held. Perhaps Dr. Schmidt can answer that. 

Mr. Scumipt. Since the end of the war, we have not favored them 
except at the beginning of the Korean emergency. 

The CuarrMan. Are you sure your organization was in favor of 
them during the war? 
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Mr. Jonnston. Oh, yes, I happen to be the man who testified fol- 
lowing Mr. Leon Henderson, in 1942. 

Mr. Scumipt. We even favored excess profits tax, and contracts 
renegotiation, in an emergency of that type. 

The CHarrMan. Well now, do you know of any way to siphon off 
any of the purchasing power of the people? Taxation would not work. 

Mr. JoHnsTon. Savings has been a very good way. Again, I think 
that for reducing prices, as they have come, they are making some 
items more attractive. There have been considerable drops and con- 
siderable improvement in the qualities of many items and people are 
now beginning to buy many types of refrigerators and television sets 
that they would not at the higher prices that existed 6 months ago. 

The CHarrMan. It is individual incentive that makes men save. I 
do not know of any policy that makes men save. I do not know how 
you could have any voluntary agreement amongst the people that 
would justify any program of that kind. 

Mr. Jounston. The higher interest rates available to the public, I 
think, have been an incentive to saving that has reflected itself in an 
increase in saving. 

The CuatrMan. You are in favor of higher interest rates? 

Mr. Jonnston. Yes, sir, as an indirect control. 

The Cuarrman. That is all I have. 

Mr. Dollinger. 

Mr. Douirnerr: I have no questions: 

The CuarrMan. Mr. Burton. 

Mr. Burton. The difference in prices seems to be out of proportion 
to the increased production, so it must be accounted for largely by 
increased buying. Even in spite of those circumstances, and the 
large potential buying power, from increased savings, you still feel 
that we could get along without the Defense Production Act? 

Mr. Jonnston. Yes, sir; under present conditions, unless there was 
a material worsening of the situation, we can get along without it. 
| mean some new emergency of the size of World War II, something 
of that type. 

Mr. Burton. Well, recognizing that we are in a world where almost 
anything can happen, would we not be better off to carry some kind 
of a law on the books that could be drawn on at a moment’s notice, 
rather than entirely dispensing with it? 

Mr. Jounsron. We suggested that just such a law be drafted by the 
National Security Resources Board, kept up to date, and be on the 
shelf for the immediate enactment by the Congress in case such an 
emergency existed, but we do think that the building of a vast stand- 
by organization, and the periodic rendering of reports and so on is an 
unnecessary hardship on business and is a deterrent to progress in 
production at the present time. 

Mr. Burton. You would not be in favor of simply a suspension? 

Mr. Jonnston. No, sir. 

Mr. Burton. That is all. Thank you. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicnotson. Would you tell me, Mr. Johnston, why auto- 
mobiles have gone up three times in price over prewar value? 

Mr. Jounston. I am not an expert, Mr. Nicholson, but I can tell 
you this: No. 1, it is a much better automobile than it used to be. 

No. 2, there is a great deal of increased labor cost represented in it. 
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No. 3, there is a great deal of increased taxation represented in that 
automobile. 

However, I would venture the opinion that based on recent sales 
unless something else happens you are going to see materially reduced 
prices for automobiles. You can get much more liberal trade-in’s 
during the last several months than have been possible heretofore. 
So list prices do not accurately reflect the market in automobiles. 

Mr. Douturncer. Will you yield, Mr. Nicholson? 

Mr. Nicuouson. Yes. 

Mr. Do.urncrer. What taxes have you reference to in your state- 
ment about increased taxes? 

Mr. Jounston. The whole thing, Federal corporation tax, indi- 
vidual income tax—it somehow 

Mr. Doturncer. Do you not know that those taxes are only taken 
after the profits have been made and not in anticipation of them? 

Mr. Jounston. That may well be from one point of view, but they 
have a way, in time, of insinuating themselves into the price structure. 

Mr. Do.turncer. If they make less profit, these people selling auto- 
mobiles, do they not have less taxes to pay? They do not add to the 
cost because they anticipate taxes to the Government, do they? 

Mr. Jounsron. I am not here posing as an economic expert, but 
I think you would find that around the 1920’s, the net profits of busi- 
ness, after taxes, were about 4.4 percent on sales, on the sales- dollar. 

In the last 10 years, you will find that the same conditions apply, 
that business is again making a net profit of about 4.4 in spite of the 
fact that Federal taxes are about 16 times as high. I think it has a 
way of following through and being discounted in advance. 

Mr. Douutnaer. I do not understand your reasoning, though, with 
respect to the increased cost of automobiles; increased taxes have 
nothing to do with it. 

Mr. Nicnotson. Would you say that if we had another bad 
emergency, or another war, that if we not only drafted men but said 
to business ‘You will charge what you are charging now,” and to 
labor, “You will get what you are getting now,” and we will draft the 
boys to do the dying, do you think we would need any controls then? 

Mr. Jonnston. I think that would be a control, but I think that 
if we are to have that kind of war, of the magnitude that world war 
III might probably be, we would need all-out controls all the way up 
and down the line. I think we would have to have a united population, 
working for the defense of the nation, and we would have to forget 
about profit as such. 

Mr. Nicnouson. I have been told that if I raise 650,000 employees, 
that I do not have to go up on my prices of the goods that I am selling. 
I cannot just understand it. Perhaps you could tell me. 

Mr. Jounston. I am afraid I am on your side, sir. It looks to me 
like it isa strait jacket for the economy and the best way to strangle 
a free-enterprise system in this country, and to substitute State control. 

Mr. Nicuoison. We are talking price and wage controls. That is 
all everybody has been talking about here, for 3 weeks. How are you 
going to have price control if you do not have wage control? 

Mr. Jounston. We have been puzzled over that. We do not know, 
because we do feel that while we have a form of wage controls, they 
have left the side door open on fringe benefits and others and have 
repeatedly broken their own ceilings so that in effect we do not have 
wage controls at this time. 
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Mr. Nicuotson. That is all. 
The CuarrmMan. Mr. Fugate. 

Mr. Fuears. Mr. Johnston, from your statement—and you are 
expressing the views of your organization—I gather that you think 
that price and wage controls should be allowed to lapse as of June 30? 

Mr. JoHNsTON. Yes, sir. 

Mr. Fuacater. You state that, in your views, you believe that strate- 
gic materials should be continued to be allocated on a basis of need. 

Mr. Jounson. If Congress in its wisdom feels that way, we think 
that might be a reasonable arrangement; yes, sir. 

Mr. Fueare. Until when? 

Mr. Jonnston. Until next March, and at that time—before that 
time, the new Congress should take a fresh look at the situation. 

Mr. Fueatr. Why do you select the date of March 1? 

Mr. Jounson. It was simply that we felt that there would be a new 
Congress in, and that length of time would probably be sufficient for 
the new Congress. It was an arbitrary date. Whatever length of 
time is sufficient for the new Congress to take a sufficient bird’s-eye 
look at the situation. 

Mr. Fueare. It is an arbitrary date? 

Mr. Jounston. Yes, sir. 

Mr. Fueatrer. Had you thought about the fact that next year we 
will have a new administration, definitely, and your President will not 
be inaugurated until January 20, and Congress will sit as a new 
Congress on January 3, with the necessity of reconstituting the com- 
mittees, and the President setting up the heads of his departments, and 
getting organized as a government, that you do not have ample time 
then, between the period of the beginning of the administration and 
March 1 to do anything like a fair job of reviewing this situation? 

Mr. Jounston. Well, that is entirely true, and if extensive hearings 
and extensive review are contemplated, a development of that might 
be had. 

Mr. Fueare. Well, do you not think June 30 is a better date? 
Because that gives the new Congress and the new President an op- 
portunity to give the study to ‘the subject that it actually would 


warrant. 
Mr. Jounston. Well, we certainly wouldn’t quarrel about that 


particular point. 

Mr. Fueare. I am not arguing, but it just appears to me that it is 
a sensible, practical approach to the problem 

Mr. Jonnstron. In our preliminary consideration we had merely 
envisioned maybe an executive meeting of this committee to take a 
quick look at the situation from what they had understood from their 
constituents, as to whether or not some formal move should be made. 

But if any formal move is made, then obviously it would take a 
greater length of time. 

Mr. Fuaeare. That is all, Mr. Chairman. 

The CuHatrman. Mr. Buffett. 

Mr. Burrerr. Mr. Chairman, what I would like to do is add a 
hearty endorsement to Mr. Fugate’s suggestion that we are going to 
have a new administration next January. 

Mr. Fuearte. Well, you will have a new administration regardless. 
I do not follow your line of thinking, however. 

Mr. Burrert. I was afraid of that. 
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The Cuarrman. Mr. Deane. 

Mr. Deane. I have no questions. 

Mr. Brown. I have a question. 

The CHarrman. Mr. Brown. 

Mr. Brown. Just one question, Mr. Johnston: I understood you to 
say a while ago that you were not in favor of higher taxes in the highe: 
brackets, but you were in favor of higher taxes in the lower brackets. 

Mr. Jonnston. As a means of combating inflation. As an eco- 
nomic means, in a time of dire emergency. 

Mr. Brown. Define what you mean by “higher brackets” and 
“lower brackets.” 

Mr. Jonnsron. Well, I would say that high-bracket individuals 
now are anybody above $4,000 a year. You begin to get in pretty 
good brackets right there, and when you get to $6,000, that steps up 
markedly, so it is having a marked effect on the way the individual! 
acts and operates. But the unfortunate part, as this group well 
knows, is that a hundred percent tax on all the personal income 
of everybody making $4,000 a year or more, according to Mr. Synder’s 
figures, would only produce $9,700,000,000 revenue, or approximately 
15 percent of our total revenue needs. So that we obviously have to 
depend on the low bracket man to make up any deficiency. 

The CHairman. If there are no further questions, Mr. Johnston, 
you may stand aside. Mr. Clerk, will you call the next witness? 

The Cierx. The next witness is Mr. Russell B. Brown, general 
counsel of the Independent Petroleum Association of America. 


STATEMENT OF RUSSELL B. BROWN, GENERAL COUNSEL, INDE- 
PENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. Mr. Chairman and gentlemen of the committee, my 
name is Russell B. Brown and I am general counsel of the Independ- 
ent Petroleum Association of America. The association is composed 
of independent producers of oil and gas from every producing area of 
the Nation. 

Although some members are engaged in all branches of the petroleum 
industry, the membership is interested primarily in producing activi- 
ties which include the exploration for, and development of, oil and gas 
resources. This testimony relates to the production branch of the 
oil and gas industry. The basic issues involved, undoubtedly, 
extend to other branches of the industry. My appearance today, 
however, is confined to the problem as it affects the production of 
crude oil and natural gas. 

The purpose of this statement is to acquaint the committee with a 
‘more serious situation that has been developing in the administration 
of the Defense Production Act. It is an unfortunate fact that one of 
the basic purposes of the act—namely, the expansion of productive 
capacity of vital defense materials—is being ignored and even de- 
feated through the application of the price control authority granted 
by the Congress. 

This is not an idle charge. I would like to give the Committee the 
facts as they apply to petroleum, the lifeblood of any defense program. 
It can be shown that the price control administrative machinery: is 
not designed to give any consideration to the vitally important ques- 
tion of oil expansion. This failure can bring about a lack of adequate 
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oil supplies, as it did near the close and immediately following World 
War II. There is no need to impress upon you that such a catastrophy 
must not be permitted to take place. 

In my opinion it is not yo possible and feasible but of urgent 
necessity that the act be amended if passed so as to insure the 
accomplishment of its basic purposes. 

In the passage of the “Defense Production Act of 1950” the Con- 
gress provided a set of rules for guidance in the administration of the 
defense program. 

In an effort as comprehensive as the defense program, many changes 
in our domestic economy will naturally result. Fortunately, we are 
not a military Nation. The change from an industrial Natioa to a 
military-preparedness Nation is, therefore, serious. 

It was wise for Congress to surround these changes with definite 
rules. It is not necessary, however, because of this emergency, to 
change our form of government from a government of laws to one 
of persons. The latter is the interpretation the Office of Price Stabi- 
lization have placed on their authority. 

In establishing controls generally, they bave ignored significant 
parts of the law completely. There was oo legal authority for estab- 
lishing present price controls as to petroleum. There is no economic 
or legal justification for maintaining them. 

We have discussed this situation fully with the authorities in OPS. 
The only legal justification they have offered is that, having arbi- 
trarily established controls, unless Congress changes the rules con- 
trols will then become legal. 

This emphasizes the importance of this hearing and the action you 
take on the extension of the act. 

Throughout the Defense Production Act, the Congress has stressed 
the need for expansion of productive facilities in order that the 
military and economic strength of the Nation may be developed and 
maintained. In the Declaration of Policy in section 2 the Congress 
stated that the task of opposing aggression and promoting peace: 
requires expansion of productive facilities beyond the levels needed to meet the 
civilian demand. 

Title IIT of the act deals exclusively with expansion of productive 
capacity and supply and authorizes the President to make provision 
for— 
the encouragement of exploration, development and mining of critical and strategic 
minerals and metals, 

Later, in granting authority to control prices and wages under title 
IV of the act, the Congress was careful to repeat this fundamental 
objective with the statement that— 

It is the intent of Congress that the authority conferred by this title shall be 
exercised in accordance with the policies set forth in section 2 of this Act, and in 
particular with full consideration and emphasis, so far as practicable, on the main- 
tenance and furtherance of the American system of competitive enterprise, in- 
cluding independent small-business enterprises— 

Even more specifically, the Congress directed in secticn 402 of this 
same title that, in administering price controls— 

The President shall also give due consideration to the national effort to achieve 
maximum production in furtherance of the objectives of this act. 
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Finally, the Congress recognized that these purposes may require 
exemptions from price control. In section 402 (f) the President was 
given authority to provide exemptions from price controls where it is 
found that: 

(1) such exemption is necessary to promote the national defense; or (2) it is un- 
necessary that ceilings be applicable to such materials— 

These expressions of policy, repeated again and again in the act, 
leave no doubt as to congressional intent. In appearing before your 
committee, Mr. Putnam, Economic Stabilization Administrator, and 
Mr. Arnall, Price Stabilization Director, gave no recognition what- 
soever to this aspect of law as related to price controls. The sus- 
pension procedure established by OPS, as presented to you by Mr. 
Arnall, dealt only with the relaxing of what they judge to be unneces- 
sary price controls. This suspension program is purely an adminis- 
trative creation and in no sense carries out the congressional mandate 
for exemptions. No procedure exists for exempting materials where 
“such exemption is necessary to promote the national defense’’ as 
directed by the Congress. In fact, the Director of Price Operations 
of OPS in a recent public statement to our association said that 
“OPS wants no part of that kind of responsibility.” This refusal to 
to follow the direction of Congress can and will defeat the accomplish- 
ment of our entire preparedness program. 

Because petroleum is so essential to both our safety and economic 
welfare, the application of the Defense Production Act to oil and gas 
is particularly important. Mr. Putnam departed from his authority 
and responsibility in an effort to depreciate the— 
parade of witnesses demanding that you remove the direct controls either across 
the board or for particular interest groups. 

Oil is a “particular” industry and the only one that I am attempting 
to discuss. However, the important issue as to oil or any other de- 
fense material is the effect of the control program on our supply posi- 
tion and producing capacity. A shortage of oil would create inflation- 
ary pressures but, what is far more important, it would impair our in- 
dustrial strength and render this country defenseless in the event of 
war. 

Currently, there is no shortage of crude petroleum. All demands 
are now being met. Above-ground inventories are adequate. We 
are now producing less than our capacity. 

According to official Government statistics, petroleum demand 
during 1951 averaged 7,467,000 barrels per day while the total supply 
from both domestic and foreign sources amounted to 7,557,000 barrels 
daily. The excess of supply over demand averaged 90,000 barrels 
daily which was added to above-ground stocks. Stocks of crude oil 
alone on December 31, 1951, were above the level that had been antici- 
pated by Government and industry economists. These stocks have 
increased further in 1952. 

The oil industry not only has met all demands; in addition, it has 
maintained a shut-in capacity over and above these demands. 
Had necessity demanded it, oil output in this country could have been 
increased substantially. Crude oil supply conditions in 1952 show 
approximately the same relationship as existed during 1951. 

Some critical materials are in immediate short supply; are being 
allocated; and would be subject to inflationary price increases. This 
is not true as to crude oil. 
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While there is no current shortage of crude oil, the situation does not 
warrant complacency. This is apparent when the supply and demand 
position 1s examined in the light of a possible emergen¢ y. 

Prior to World War II the domestic petroleum industry had built up 
a substantial reserve productive capacity of approximately 1,000,000 
barrels daily. In addition, the United States was a net exporter of 
oil to the extent of about 30,000 barrels daily. We were self-sufficient 
as to oil, therefore, by over a million barrels per day or 25 percent of 
our requirements at that time. 

Today, the situation is far less favorable. There is a substantial 
shut-in production but, in contrast to 1941, the United States is a 
large net importer of oil. The loss of imports would impose an addi- 
tional demand upon the domestic industry of close to a million barrels 
per day. This would create a critical supply problem that could be 
resolved only by the narrowest of margins, if at all. 

Domestic oil producers have warned on numerous occasions of the 
danger inherent in the trend toward this position of dependency upon 
foreign sources of supply. Even in times of peace, there is reason to 
question the soundness of national policies leading to this end. Under 
a defense effort in the shadow of world war [1], it becomes a matter 
of urgent public necessity to take whatever steps are required to 
restore the country’s self-sufficiency as to oil. 

In short, the reserve productive capacity of the domestic industry 
today is inadequate to insure the Nation’s safety and provide for its 
future needs. The seriousness of this situation from a defense and 
security viewpoint is generally recognized by officials charged with 
public responsibility as to petroleum supplies. 

In May 1951 Interior Secretary Oscar L. Chapman, who is also the 
Petroleum Administrator for Defense, called on producers to exert 
every effort to build up a cushion against an emergency. The follow- 
ing quotation is taken from his statement at that time: 

In other words, the pinched-in capacity of existing wells which is available, at 
maximum efficient rates of production, for quick use in an emergency has reached 
a dangerously low level. 

* * * * oe * 

This means that exploration for oil must be intensified, drilling rates must be 
sustained at the highest level possible with the materials available, oil-field opera- 
tions must be conducted with the greatest possible efficiency, and secondary- 
recovery operations must be extended wherever possible. 

Bruce K. Brown, Deputy Petroleum Administrator for Defense, 
on March 28, 1951, stated: 

To a greater extent than any other major industry, the petroleum industry has 
sought in the past to expand its plant and to stay well ahead of growing demands 
for its produets. These demands have grown so rapidly since the end of World 
War II, however, and particularly since the outbreak of hostilities in Korea, 
that the industry no longer has the comfortable backlog of excess capacity to 
produce crude oil that it had at the time of Pearl Harbor. Our unused reserve 
capacity then amounted to more than a million barrels a day. Today, we are 
importing crude oil from foreign sources in amounts almost equaling our entire 
prewar backlog. The fact that there is very little slack to take up in the way of 
excess productive capacity makes the petroleum industry’s materials problem very 
much more serious than it otherwise would be. 

On January 14, 1952, Cecil L. Burrill, Director of the Program Divi- 
sion of the PAD said: 

First, while the supply situation will be tight during the next few months, and, 
although we may experience spot shortages here and there, the situation is not 
— and we should be able to meet the expected demands. Secondly, 
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and of extreme importance from a security point of view, we have consumed 
practically all of our reserve capacity and are in a much worse position today to 
fight a major war than we were in 1940 when we had 25 percent spare refining and 
crude oil capacity. We desperately need to build spare capacity in producing, 
refining, and attendant facilities. At present we have no flexibility with whic! 
to meet even the possible peacetime emergencies let alone those demands that 
would result from a full-scale war. 

Recognizing the urgent need for additional productive capacity, the 
Petroleum Administration for Defense has approved a greatly ex- 
panded program of exploration and development. 

In his quarterly report to the President on March 31, 1952, Charles 
E. Wilson, Director of Defense Mobilization, recognized this need for 
expansion as follows: 

New and higher goals have been set for the petroleum expansion program, with 
the aim of restoring reserve petroleum capacity to safer levels by 1953. 

Thus, we find most of the defense authorities in full agreement as 
to the importance of increasing petroleum productive capacity. This 
the industry is expected to accomplish, according to the ac tions taken 
by OPS, under a crude-oil price established in 1947. 

The OPS has given no consideration to the over-all needs of the 
industry, in fact, ‘has established no procedure under which they ean 
be considered. Instead, they have maintained a rigid freeze on the 
general level of crude prie es—the same level that was set by conditions 
existing more than 4 years ago. The OPS standards provide for 
correcting some inequities s within the existing price structure but give 
no recognition to correcting inequities in the general price level. Price 
adjustments for crude oil have been on an industry basis, not on an 
individual-producer basis. The individual producer, under this 
method, has not been the domant factor. He does not fix or set or 
control the price he receives for his product. Instead, prices in all 
fields and areas have been related and established by industry-wide 
economic and competitive forces. Exceptions have been few and 
limited to particular conditions such as exist in the Pennsylvania 
grade area. 

Extractive industries, and particularly crude petroleum, present 
unique problems as to prices and replacement costs. No recognition 
has been given to this fact by the Office of Price Stabilization. The 
recognition of replacement costs and the funds needed for capital ex- 


penditures is of peculiar importance in the industry’s operations where. 


the bulk of the income is spent in the search for, and development of, 
new fields and pools. 

Oil discovered in any year adds little to the production of that year. 
In the last 2 years, more than 75 percent of the oil produced in this 
country came from fields discovered prior to World War II. Nearly 
a third came from fields found prior to 1930. Producers know that 
the oil being sold today cannot be replaced except at greatly increased 
and increasing costs. 

This fact must be recognized in order to conform with the Defense 
Act which provides that price controls authorities shall “give due con- 
sideration to the national effort to achieve maximum production in 
furtherance of the objectives of this Act.”’ Yet, if every condition 
existed beyond question as to the need for an over-all adjustment in 


crude prices, there is no workable OPS procedure under which such. 


adjustment could be made. 
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If there were such a procedure, the inherent uncertainties of oil 
finding make it impossible to measure with accounting exactitude just 
what the industry’s costs are at any particular time. Even if this 
could be done, the problem extends beyond a matter of historical or 
present costs. More vital questions of expansion and adequacy of 
productive capacity are involved. 

During World War IT on April 7, 1948, the then Secretary of the 
Interior, Harold L. Ickes, in a letter to Prentiss M. Brown, Adminis- 
trator of the Office of Price Administration, recognized both the 
importance and the difficulty of determining proper price levels for 
crude oil. In this letter, Mr. Ickes said: 

Exploration for and production of crude oil involve enormous risks. Evalua- 
tions of these risks cannot be reduced to exact mathematical formulas. They are 
peculiarly a subject for informed judgment. But the absence of an exact mathe- 
matical relationship between crude oil supply and crude oil prices must not be 
allowed to hide the fact that the rate of new discoveries and the ultimate available 
production from presently known reserves are in no small degree a function of 
price. 

This observation is as true today as it was then. With a far more 
critical supply problem today, we cannot afford the delaying tactics 
employed by OPA during World War II. 

Experience has demonstrated, beyond question, the dangers of 
such unrealistic price policies. The results were disastrous during 
World War II when such policies brought the Nation to the brink 
of an oil shortage. The smaller producers feel the effects first and 
most seriously. From 1941 to 1945 the record shows that 26 of the 
larger companies increased their share of national crude production 
from 55.7 percent to 65 percent. The rest of the industry, composed 
principally of small units, were displaced accordingly. Their com- 
bined percentage of the total declined from 44.3 percent in 1951 to 
35 percent in 1945. 

In that connection, since I have been in the room, a producer in 
Ohio has been talking to me about his experience up there, where 
he shows that they are having to abandon a great number of wells 
in that area of old and settled production. 

I would like, if the committee has time, at the conclusion of my 
statement, for him to tell you people what he has told me. 

At the same time, the industry was prevented from maintaining 
its reserve productive capacity of over a million barrels daily. By 
the end of the war, there was no reserve. This brought on the tem- 
porary but nonetheless serious shortages of certain oil products during 
the 1947-48 winter. If the lessons of history mean anything, the 
World War II price policies as to oil, which are being repeated today, 
are certain to result in a shortage of supply and a weakening of the 
competitive position of independent small-business enterprises. 

In conclusion, briefly, the situation that confronts the petroleum 
industry—and undoubtedly other essential industries—under price 
controls is as follows: 

(1) Policies and procedures of the Office of Price Stabilization ignore 
the necessity for expansion of productive facilities as directed by the 
Congress in the Defense Production Act. 

(2) Petroleum prices have been arbitrarily and rigidly frozen at a 
level established more than 4 years ago with no workable standards 
under which a necessary adjustment in the general price level could 
ever be made. 








764 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


(3) Crude petroleum and natural gas are in ample supply to mect 
current demands and price controls are unauthorized and unnecessary. 

(4) The exemption of oil and gas prices is “necessary to promote 
the national defense’ as provided for by the Congress but this man- 
date is being ignored in the administration of price controls. 

While the general price level of all commodities has increased sub- 
stantially since Korea, there has been no increase in the crude oil 
price level. There has been no threat of unreasonable price in- 
creases. I can find nothing in the Defense Production Act that would 
even suggest denying necessary and equitable price adjustments. On 
the contrary, the entire act clearly calls for a recognition of such 
adjustments which is denied under OPS procedures. 

The facts as to this situation have been presented to the Office of 
Price Stabilization and other Defense agencies concerned. No 
corrective action has been taken by the pricing authorities. We have 
had no indication that it ever will be taken. If administrative ma- 
chinery is permitted to continue to ignore and circumvent the purposes 
of law, there is not the slightest doubt in my mind that this Nation 
will face a shortage of oil. This should not be permitted. 

I firmly believe that the only solution to this critical problem lies 
with your committee and the Congress. Equally, I believe it is both 
proper and necessary that definite standards for exemption from price 
controls should be included in any extension of the Defense Production 
Act. The bill H. R. 6985 amending the act as introduced by Congress- 
man Burleson of Texas provides such standards. To be exempt from 
price controls under that bill, a material must not be susceptible to 
speculative buying; Federal purchases for defense purposes must not 
exceed 10 percent of the production; and the material must either 
be selling below the price ceilings or be in ample supply to meet 
current requirements. 

Mr. Parman. Who would determine ample supply? 

Mr. Brown. The bill itself provides that, that it is in ample supply 
when it is not being allocated. 

Mr. Parman. That is Mr. Burleson’s bill? 

Mr. Brown. That is right, it has that provision in it, Mr. Patman. 

These conditions insure against an inflationary spiral and are fully 
consistent with the intent of the act. The further suggestion made 
by Congressman Rees of Kansas, that the scope of the Burleson bill 
be limited to materials essential to the defense program and which 
requires expansion of productive facilities beyond the levels needed to meet the 
civilian demand— 
as set forth as an objective in section 2 of the act, would also provide 
a workable formula consistent with the objectives of the act. 

The Defense Production Act is the creature of Congress. Its pur- 
pose to expand our facilities for production is realistic and commend- 
able. This purpose has been agreed to and facilitated by all the 
defense agencies except the Office of Price Stabilization. So long as 
the OPS is permitted to shackle industry, the purpose of the law 
cannot be realized. Despite the inability of this one agency, the 
necessity to go forward with our defense program remains. 

It now becomes the responsibility for some authority capable of 
understanding and acting on these serious problems to make decisions 
essential to our continued success. 

We believe that authority to be the Congress. 
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That concludes my statement, Mr. Chairman. 

The CHarrmMan. Mr. Wolcott. 

Mr. Wotcorr. On page 7 of your statement, Mr. Brown, you say: 

Thus, we find most of the defense authorities in full agreement as to the im- 
portance of increasing petroleum productive capacity. This the industry is 
expected to accomplish, according to the actions taken by OPS, under a crude oil 
price established in 1947. 

Mr. Brown. The point of that was the last increase in price we 
had was in 1947, and they fixed it at the time they fixed it, which was 
1951. In other words, there has not been any change in price since 
1947. 

Mr. Woxcorr. Prices had not been established by the Govern- 
ment since 1947 until then? 

Mr. Brown. They were established at the time all other prices 
were established in 1951, but it was fixed on the basis of the price 
that had been established in 1947 by the industry. 

Mr. Wotcorr. You mean when they were reimposed they were—— 

Mr. Brown. Probably that is awkwardly stated. What I was 
trying to say was that in industry operations, the last price increase 
for crude oil was in December of 1947. There had been no price 
change up until they were fixed by OPS, in 1951. 

Mr. Woxcorr. When they were frozen in January of 1951, they 
were frozen at 1947 levels? 

Mr. Brown. That is right. 

Mr. Woxcorr. That is all. 

The CuarrMan. Mr. Patman. 

Mr. Parman. No questions. 

Mr. Tauue. Mr. Chairman. 

The CHairMan. Dr. Talle. 

Mr. Tatie. Mr. Brown, what are our foreign sources of oil? 

Mr. Brown. Most of the oil coming into the United States comes 
from Venezuela. There are also small amounts from Mexico. Then 
the next source of supply is the Middle East—Iraq, Arabia, and those 
countries. 

Mr. Tauite. Thank you very much. That is all. 

The CHairman. How much do we produce? 

Mr. Brown. We are producing now right at 6 million barrels 
per day. 

The CHAtRMAN. What proportion is that of our domestic needs? 

Mr. Brown. That lacks about nine hundred thousand, eight to 
nine hundred thousand barrels of meeting our demands, and our 
exports. 

The CuHarrMan. Well, the Congress has done a great deal to 
stimulate the production of oil, has it not? 

Mr. Brown. Congress has always been sensitive to the needs for 
oil, so far as I can tell. 

The CuarrmMan. It has given up—— 

Mr: Brown. I have not had any complaint with Congress, 

The CaHarrmMan. It has given you a depletion allowance which 
should stimulate production, has it not? 

Mr. Brown. That has been very helpful. It is a sound tax base 
that has been extremely helpful. Without something like that, that 
recognizes its peculiarities of oil, we could not have the production of 
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oil that we have, I will say that. So I think Congress is entitled to 
that credit. 

The CuarrMAn. Do you think in times of real need we could pro- 
duce sufficient to supply our domestic needs? 

Mr. Brown. Yes. 

The Cuarrman. We could do it now if necessary, could we not? 

Mr. Brown. We could do it now by stretching ourselves, cutting 
off our exports. But we are not in a position to do it for very long. 
If we had a war emergency, we would not be able to meet it. 

The CuarrMan. Are there any other questions? 

Mr. Fueartr. How long will it be, if the present work stop page 
continues, until we will have to ration gasoline for motorists? 

Mr. Brown. That is difficult to say because of the area situation. 
If we could take it over all and divide it, it would be some little time. 
But there will be spot shortages almost immediately. In fact, there 
are some already occurring—not where there is any rationing, but 
there is some shortage and redistribution in gasoline products in some 
spots right now. 

Mr. Fueate. It would not be serious for 20 or 30 days? 

Mr. Brown. Not particularly, except in spots where it would be 
very bad, in places where there happens to be a shortage of transpor- 
tation. 

A large refinery that a local community has been depending on, 
which closed down, with no transportation into that area, would cause 
an immediate shortage there. 

Mr. Fueare. In other words, the over-all stocks are in good shape? 

Mr. Brown. Yes, sir. 

Mr. Fueare. If they can be delivered. 

Mr. Brown. That is right. 


The CHarrMan. If there are no further questions, Mr. Brown, you 
may stand aside. We are glad to have your views. 
, Mr. Brown. Thank you, Mr. Chairman. 

The CuarrmMan. The clerk will call the next witness. 

The CLerk. Mr. George Terborgh, representing the Machinery 
and Allied Products Institute. 

The CuarrMAN. You may proceed, Mr. Terborgh. 


STATEMENT OF GEORGE TERBORGH, RESEARCH DIRECTOR, 
MACHINERY AND ALLIED PRODUCTS INSTITUTE 


Mr. Tersoreu. I am George Terborgh, research director of Ma- 
chinery and Allied Products Institute, Washington and Chicago. 

Mr. Chairman and gentlemen of the committee, let me first express 
the appreciation of the Machinery and Allied Products Institute for 
the opportunity to appear here as spokesman for the capital goods 
and industrial equipment industries on the problem now confronting 
the committee. We wish to address ourselves particularly to one 
aspect of that problem, the decontrol of prices, with, however, a-brief 
concluding comment on production control. 

We say ‘“decontrol” rather than ‘control,’ for it is increasingly 
apparent that the real need of the hour is to liquidate the control of 
prices, not to tighten and solidify it. The only question is how to 
proceed. Of one thing we are sure: There will be no effective decon- 
trol program unless Congress makes it mandatory on the adminis- 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 767 


trative authorities. For as I shall show later, it is quite evident from 
the recent testimony before this committee both of the Administrator 
of Economic Stabilization and of the Director of Price Stabilization 
that the authorities lack not only the will to decontrol but any well- 
reasoved principles to guide the operation. The lack in both cases 
goes back to a more fundamental deficiency: the want of a sound 
philosophy of price control itself. 

It is a truism to say that unless we start with a sound basic con- 
ception of the role of price control in the economy we shall never 
bring into proper focus the innumerable problems of policy and 
administration to which the control gives rise, nor shall we ever 
achieve a sensible approach to the problem of decontrol. For this 
reason we should like, with the indulgence of the committee, to outline 
briefly the philosophy on which our own reasoning is based, and from 
which our decontrol recommendations are derived. 

Now, Mr. Chairman, in summary, my organization is appearing 
here on one aspect of the Defense Production Act of 1950—that is 
the problem of price decontrol—we say decontrol because we think 
that is the issue of the hour, and not the means to strengthen or inten- 
sify controls. We are persuaded, and more so, after listening to the 
testimony of the Price Administrator, Mr. Arnall, and the Stabilize, 
Mr. Putnam, recently, that there will be no effective decontrol unless 
it is enforced on the OPS by the Congress itself. 

We think that because we doubt if OPS has any rational philosophy 
of decontrol—and that goes back to a more fundamental difficulty. 
We do not think it has a rational philosophy of price control itself, 
and obviously, if we do not start with a sound understanding of the 
a of price control, we shall never achieve any sound decontrol 
policy. 

I should like, therefore, as a starter, and with your indulgence, to 
just indicate what the philosophical approach of my organization is 
to the subject of price control. 

Let me start with a basic question: When do we need price control, 
and what is it supposed to accomplish? The broad general answer 
to this question, it seems to us, is both simple and obvious. We need 
price control in situations where, by reason of a national emergency, 
the normal regulator of price, market competition, has broken down. 
Control then becomes a substitute for the natural regulator. By 
the same token, we do not need price control where competition is 
normally effective. 

A major emergency such as war or a sudden defense build-up 
represents on the economic side an abrupt transformation of the 
pattern of demand for goods and services, with tremendous pressure 
on certain favored markets. This pressure frequently results in 
rapid price run-ups and large windfall gains to sellers. In many cases 
the price increases can be justified as a stimulus to the expansion of 
supply, but in others thev outrun anything reasonably required or 
useful for this purpose. Here control of some kind may be warranted 
until the situation is normalized. 

Since competition continues to be normally effective in a great 
many markets even under emergency conditions (the shifts of demand 
that create excessive pressure on some markets affect others adversely 
and still others indifferently), it follows that price control is properly 
a weapon for selective application. Conceivably there may be justi- 
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fication for the temporary imposition of blanket or across-the-board 
control at the very outbreak of an emergency in order to prevent 
inordinate price run-ups in markets affected by buying stampedes, 
or to checkmate jump-the-gun price increases in anticipation of future 
controls, but such a drastic measure can be justified, if at all, only on 
grounds of immediate administrative necessity. Selective decontrol 
should follow as a matter of course, with a view to liberating all 
markets that can properly be left to the normal price regulator. 

If we adhere to the fundamental principle that the occasion for price 
control is the breakdown of the usual price regulator, we come at once 
to an interesting and indeed rather startling conclusion. Since prices 
are continually rising and falling in normally competitive markets, a 
price increase as such is not a reason for control. It may be a signal 
for investigation, but that isall. The test is not the movement of the 
price, but its relation to costs. If under the stress of the emergency 
it has run away from costs, yielding a cost-price relation beyond the 
range of normal variation, the market may be considered insufficiently 
competitive, and the question of control arises. But if the price move- 
ment represents merely a normal market response to higher costs, 
control should be excluded. 

Another corollary of the basic principle of the Machinery Institute 
advances is that each market should stand on its own feet in relation to 
control. By this we mean that if a market remains normally com- 
petitive, and is entitled therefore to be left free by our standard, it 
should not be controlled to bring additional pressure on other markets, 
whether for labor or materials. These other markets should be con- 
trolled, if at all, directly. We emphatically reject the whole idea of 
forcing “cost absorption” on sellers whose own prices are reasonable 
in order to get at their workers or suppliers. If the cost increases 
aimed at by indirection are not or cannot be controlled directly, there 
is no justification for penalizing those who must of necessity bear such 
increases. The squeeze play should be ruled out. 

If the use of price control is confined to markets where prices run 
away from costs, and where the increased spread is not justified as a 
stimulus to the expansion of supply, it will be found, in all but supreme 
emergencies at least, to have a fairly limited application. Certamly 
in the present situation there are enormous areas of the economy in 
which cost-price relations are within the normal range of variation, 
and in which, therefore, the usual regulator of price should be allowed 
to govern. 

It is widely said, and even more widely believed, that we must 
have general price control to prevent inflation. It is of course only 
natural, in an era of rotting currencies, when the cruelties of inflation 
are vivid in the recent experience of millions, that a remedy should be 
sought in this direction. The fact remains nonetheless that it is a 
false remedy. 

The basic cause of inflation is excessive monetary purchasing power, 
that is to say, purchasing power in excess of the value, at existing 
prices, of the goods and services in the community can produce. 
The basic cause of excess purchasing power in turn an overexpansion 
of the supply of money. It is the universal experience that unless 
excess purchasing power is drained off by the taxation, credit control, 
and similar measures, and unless the expansion of the money supply 

is kept in line with the needs of the community, general price control 
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brings at most a brief delay in the inevitable consequences, a delay 
purchased at heavy cost in the bedevilment of business operations, 
the corruption of public morals, and the proliferation of inequities 
and injustices on all sides. Control attempts to suppress the symp- 
toms of inflation without reaching the cause. 

Since all this has been said many times before, at great length and 
with ample documentation, I apologize for repeating it. It will 
serve, however, as background for a distinction we wish to draw. 
Inflation is not a price level; it is a process, the process of monetary 
overexpansion. ‘The important thing is to arrest this process, not to 
hold a particular level of prices. 

It is often assumed that “holding the price line’ by direct controls 
is ipso facto a contribution to arresting the inflationary process. This 
is by no means necessarily the case; indeed the two objectives may be 
in conflict. If, for example, the threat of monetary overexpansion 
arises from a Government deficit, the reduction of this deficit by 
additional taxes can be anti-inflationary even though the levies take 
the form of excises or sales taxes added directly to the prices of the 
goods and services affected. The increase in the price level from this 
cause is a one-shot affair, whereas increases resulting from continued 
monetary expansion are recurrent and cumulative. The one-shot 
increase now may prevent much greater increases later. 

If this is true when all of the one-shot addition to prices accrues to 
the Government in the form of taxes, it may be true also when a large 
fraction of the addition so accrues. Take, for example, price increases 
the proceeds of which are added to the taxable income of corporations. 
Under present tax rates something like 70-80 percent of| the additional 
income may be expected to go the Federal Treasury. Corporations 
are subject to a rate of 52 percent on all income up to their excess- 
profits credit (30 percent on the first $25,000) and to a rate of 82 per- 
cent on income above this credit, with an over-all ceiling of around 70 
percent. Much of any added income will fall in the 82 and 70 percent 
brackets. Moreover, any dividends from what remains of the incre- 
mental income are subject to personal taxes against the recipients. 
The combined marginal-tax take must therefore be something like 
70-80 percent. 

By helping to balance the budget, and thus to arrest the inflationary 
process at its source, such price increases may be anti-inflationary in 
long-run effect, even though their initial impact, as with sales taxes, 
is a somewhat higher price level. 

It should be pointed out, of course, that the net budget position is 
not improved by the full amount of the added revenue since there is a 
partial offset in the higher prices the Government pays on its pur- 
chases from corporations. Under most conditions, and certainly 
under the conditions now confronting us, this offset is comparatively 
small. Suppose, for example, that the Government accounts for 20 
percent of corporate sales. If, as we are assuming here, the entire 
increase 11 such sales by reason of price advances is carried through to 
taxable income, the added tax revenue equals 70-80 percent of the 
increase, While the addition to Government expenditure is 20 percent 
thereof (the Government’s fraction of total sales). On this basis, 
the revenue gain is 3.5 to 4 times the loss from increased expendi- 
ture. 
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We may add that in practice the Government is in a position to 
protect itself from price increases by the device of contract renegotia- 
tions, while continuing to realize the revenue gains that result (under 
the assumed conditions) from increased prices for others. Thus thi 
budget effect may be even more favorable than the foregoing exam! 
indicates. 

We are not arguing that the inflationary process should be com- 
bated by the artificial stimulation of corporate earnings. We are, 
however, attacking the popular fallacy that squeezing these earnings 
by general price control is anti-inflationary. If it results in a larger 
Federal deficit and a greater expansion of the money supply in con- 
sequence, it helps to feed the inflationary fires. In this case the slight], 
lower price level of the moment is obtained at the cost of a higher 
inflationary potential for the future. 

Let me summarize this philosophical discussion in a few words. 
Government control is one of the most incompetent, inefficient 
methods of price determination it is possible to devise. The genera! 
presumption is therefore strongly against it and in favor of the free 
market. A war or a major defense emergency may, however, develop 
situations in which this presumption is properly overridden. Save 
possibly for an initial quick-freeze at the outbreak of the emergency, 
to be appropriately relaxed as promptly as possible, price control 
should be on a limited and selective basis. It is a remedy for situa- 
tions in which the normal regulator of price, market competition, is 
clearly ineffective for the maintenance of reasonable cost-price rela- 
tionships. General or across-the-board control of prices, often ad- 
vanced as a preventive of inflation, is an illusory remedy. The root 
cause of inflation is excessive money-purchasing power and if this is 
not attacked by appropriate measures, the battle is lost. The attempt 
to suppress the symptoms of the disease by general price control may 
even aggravate it in the long run. Any community unwilling to 
prevent inflation by the correct measures may as well take the 
consequences as it goes along. 

It is hardly necessary to point out to this committee that if we 
accept the fundamental philosophy of price control I have outlined, 
the conclusion follows that a massive decontrol program is now in 
order, indeed is long overdue. The wholesale price index is nearly 
5 percent below a year ago. The Consumers’ Price Index, which 
has risen slowly until recently in delayed reflection of earlier whole- 
sale price increases, is only 1 percent above a year ago, and should 
from here on reflect declining wholesale markets. In the last few 
weeks it has become evident that we have turned the corner on 
many raw-material shortages, and that supplies will become pro- 
gressively more abundant. Even with the allocations recently in 
effect, supplies of finished consumers’ goods have been generally 
ample; indeed many lines have been in surplus. 

It is safe to say that merchandising generally is at least normally 
competitive, and that a similar condition prevails in most lines of 
manufacturing. Situations that justify continued price control are 
now, in fact, relatively few, and are of constantly diminishing im- 
portance. The real question that now presents itself is whether to 
decontrol immediately and across the board, or to impose a statutory 
formula for selective decontrol that will compel OPS to release all 
but the few situations just referred to. The answer turns, of course, 
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on the importance of maintaining control over these few situations. 
Our own judgment is that under present conditions the advantages 
to the economy of complete decontrol outweigh any possible yains 
from the continued regulation of such situations. 

Complete decontrol is therefore our first recommendation. If, 
however, this is not accepted, we propose, as a less desirable but 
necessary alternative, a statutory requirement for the immediate 
selective decontrol of all normally competitive markets, in line with 
the philosophy propounded earlier. 

[ should like, with your indulgence, to comment for a moment on 
the official OPS position on decontrol, as described in the recent 
testimony 6f Price Stabilization Director Ellis G. Arnall before this 
committee on April 29, 1952. Let me begin with the inferences 
drawn from price statistics. 

OPS argues for the continuation of control because something like 
one-half of the prices quoted in the Consumers’ Price Index of the 
Bureau of Labor Statistics are at the ceilimgs imposed upward of a 
year ago. This is an absurd conclusion from the facts alleged. In 
free markets, individual prices are continually moving up and down, 
even when the general price level, as reflected by index numbers, 
is stable. 

The stability of an index, indeed, means only that these upward 
and downward movements are approximately off-setting. It follows 
that after any period of stability long enough for most of the com- 
ponent prices to have changed, roughly half of them will be above 
the starting point and half of them below it. It follows also that 
if price ceilings are imposed at the beginning of such a period, about 
half of the prices will be pressing the ceilings at the close. This 
development does not indicate that in the absence of control there 
would have been an inflationary runaway of prices: On the contrary 
it is the normal expectation under conditions of price-level stability. 
By the same token it does not signal a continuation of control. 

The fact is that the argument by which OPS now seeks to forestall 
decontrol might fasten control on the economy indefinitely. For 
it is impossible to conceive of any conditions short of a general price 
collapse in which a substantial fraction of all prices will not be at 
ceilings established at some earlier point of time. The only thing that 
could produce such a price collapse is a major business depression 
of the kind the Nation is determined, if possible, to prevent. Must 
we conclude that if it is successfully prevented price control will be 
with us always? That is the inescapable logic of the OPS position. 

If we wait for decontrol until there is assurance that no appreciable 
price increases will result from it, we may wait forever. The longer it 
is delayed, moreover, the less the likelihood of such assurance. For, 
with wage costs creeping steadily upward, notwithstanding the so- 
called stabilization policy, more and more prices will be forced up 
against their ceilings, and it will become progressively easier for OPS 
to argue that decontrol is inopportune. Indeed, it is within its power 
to reinforce the argument by holding the ceilings themselves so far 
below normal competitive prices that explosive pressures develop. 
If we may believe its own pronouncements, this is precisely what it 
intends to do. 

When we confront a philosophy that does lip service to free enter- 
prise and free markets, yet can only result in clamping the strait- 
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jacket of control on the American economy indefinitely, we are 
justified in characterizing it as bankrupt. There will never be a 
etter time to decontrol than now. 

One further comment on our recommendation I pointed out a 
moment ago that the Nation is emerging from the period of materials 
shortages accompanying the build-up phase of the defense program, 
that even the shortage period itself has- been characterized by an 
abundance of consumers’ goods. Since we have turned this corner, 
there appears no prospect of renewed inflationary pressure except from 
two causes, for neither of which is price control the remedy. These 
two causes are an unbalanced Federal budget, and cost increases 
forced on the economy by the bargaining power of labor unions. 

Let me deal first with the budget. It is gratifying to have the view 
of the Joint Committee on the Economic Report seconded by other 
responsible opinion, that Congress can hold expenditures in fiscal 1953 
to a level that will permit a substantial balance of the cash budget for 
that year. If this goal can be achieved, as we believe it can, it will 
remove the threat of further inflation through Federal deficit financing. 
If, moreover, this pay-as-we-go policy is supplemented by appropriate 
restraints on the expansion of private credit the threat from this 
source can also be removed. 

The recent suspension of the voluntary credit control program and 
the removal of regulation W governing installment terms indicate the 
judgment of the Federal Reserve Board that the risk of an undue 
expansion of private credit has abated. 

Let us turn now to the second source of inflationary pressure just 
mentioned, the enforcement of cost increases by labor unions. There 
is a widespread belief that general price control is desirable in order 
to hold wages in check. We have already indicated our view that 
each market should stand on its own feet in relation to control, hence 
should not be squeezed for the purpose of bringing indirect pressure on 
other markets. This principle applies, of course, to the attempt to 
get at wages through price control. But even if this attempt were not 
condemned for injustice, it would still be condemned for futility. 
It will not work. If rising costs are not restrained directly, they will 
not long be restrained by this indirection. 

The fundamental cure is of course the same for both rising prices 
and rising wage costs: the avoidance of excessive demand—for goods 
in the one case, for labor in the other—through restraints on the 
monetary purchasing power of the community. Unfortunately, this 
basic remedy is less effective in the case of lebor costs than in the case 
of commodity prices. This is because collective bargaining often 
results in substantial wage advances in labor markets that are not 
tight, or indeed even under pressure. There is no assurance, there- 
fore, that depressurizing the economy generally by monetary, fiscal, 
and credit policy will limit undesirable wage increases to tight markets, 
as ordinarily it so limits excessive price increases. 

This tendency of wage costs—including, of course, the cost of “fringe 
benefits’’—to rise faster than the general advance in productivity is 
a problem of most countries with a highly organized labor movement. 
It is, moreover, a problem for which no satisfactory solution has vet 
appeared. The point to be noted here is that it is a perennial, or 
endemic problem which existed long before the Korean emergency 
and will be with us long after that emergency has passed. Whatever 
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the solution may eventually turn out to be, it certainly is not the 
restraint of wage costs through general price control, a policy, as I 
have just stated, not only grievously unfair to industry but futile as 
well. We resolutely oppose the continuance of price control for this 
purpose. : 

In view of our recommendation for general decontrol of prices, I 
shall not take up your time with detailed suggestions for the reform 
of control, particularly since our views on this subject are readily 
available. (Statement before the Banking and Currency Committee 
of the Senate, June 5, 1951. The statement was subsequently released 
as a pamphlet, Control of Capital Goods Prices.) 

1 shall mention only one major reform recommendation, that if 
general decontrol is denied there should nevertheless be decontrol of 
capital goods prices. We trust that all proposals for changing the 
law will be made irrelevant by the decision of Congress to abolish 
price control entirely. The fact is that no really adequate or satis- 
factory reform is possible. Price control is inherently and incurably 
an evil, to be tolerated, on a minimum basis, only under conditions 
of extreme economic pressures. Since such conditions no longer exist, 
there is but one sound policy: to get rid of it. 

While this statement has dealt primarily with price control, its 
basic premise as to the role of normal competition has equal application 
to production control. We offer therefore a concluding recommenda- 
tion on the extension of the production control authority in the 
Defense Production Act. 

In view of the easing of materials shortages it will be possible during 
the forthcoming year to decontrol selectively a very substantial 
proportion of the items now under allocation. 

This should of course be done and it is gratifying to note that the 
administrators have announced a policy of progressive decontrol. 
The institute believes, however, that Congress should issue specific 
instructions that decontrol be pursued diligently and at the earliest 
possible moment. Because of continuing shortages in some sectors 
and the need to assure first availability for defense requirements, it 
seems unlikely at this date that complete decontrol will be feasible 
as early as June 30, 1952. A limited extension of authority may 
therefore be desirable. The institute believes that in no event, 
however, should such an extension be made for a period beyond June 
30, 1953. 

There are only two things in our opinion that may cause further in- 
flation, and neither of them can be successfully prevented by price 
control. 

One is Federal budgetary and credit policy, and the other is wage 
costs. Proposals are a dime a dizen to cut Federal expenditures, and 
there are many who believe that the cash budget for 1953 can be 
brought into substantial balance. We certainly hope so, and we be- 
lieve so. If that can be done, and if reasonably restrictive credit 
policy is followed, we do not need to worry too much about further in- 
flation from the Federal deficit or private credit expansion. 

Mr. Deane. What credit restrictions were you thinking about? 

Mr. Trersoren. I am thinking of the restrictions that have just 
recently been relaxed, in the abandonment of the voluntary credit 
control program, and the suspension of regulation W, and the forth- 
coming suspension of regulation X, by the Federal Reserve Board. 
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Those actions, I take it, are indications of the judgment of the 
Federal Reserve Board that we do not confront any serious hazard of 
excessive credit expansion in the near future. 

Mr. Deane. What kind of credit control would you reinstitute? 

Mr. Tersoren. I should reinstitute these same controls if the cir- 
cumstances appear to warrant, and I assume that they will be re- 
invoked if necessary. : 

On the wage costs situation, we cannot be nearly so optimistic. We 
have gotten into a kind of economic dope habit in this country by whch 
we have to dish out 10 percent per annum, or thereabouts, by way of 
wage increases, to keep everybody happy, and the inflationary impli- 
cations of this habit are exceedingly grave. It is a problem that is 
presently quite out of control, and indeed, it is a eeublers that afflicts 
a great many other countries than the United States. I do not think 
any country has really arrived at a satisfactory solution. 

Our point is negative, that that problem is a tough one that must 
be addressed on its own merits, by other means, and that general price 
control is not the solution for it. 

Our conclusion, as already indicated, is that the time is ripe for 
massive decontrol of prices. 

If we had an OPS informed by a rational philosophy of control and 
decontrol, we might be tempted to advocate that decontrol be dis- 
cretionary, and that it be permitted to retain jurisdiction over what is 
now a very limited number of situations that might conceivably 
warrant further price control. 

But in the absence of any semblance of a rational address to this 
problem by the control authorities, we think the country would be 
much better served to get rid of price control entirely and forthwith, 
than to try to tinker with it any more on the basis of administrative 
discretion. Our recommendation is exactly that. Let us be rid of it, 
and as promptly as possible. 

One word on production control. We do not have here the what 
we may call ideological difficulty of getting rid of controls when the 
time isripe. There is no serious ground for apprehension that we will 
get decontrol with reasonable promptitude in this field. We think 
authority for production control should be extended for another year, 
to June 30, 1953, to permit continued jurisdiction over the areas in 
which material scarcities still persist and will persist during next year. 

Thank you, gentlemen. 

The CHarrMAN. Are there any questions? 

Mr. Wotcorr. Mr. Terborgh, just to get one thing clear, you think 
we can let controls die now, but as I understand your position, price 
controls should be reimposed if there is any threat that prices at any 
time may be unreasonably high. 

Mr. Trersorau. Oh, no; that is not our position. It is that price 
control should be abandoned, and that the so-called indirect controls, 
the controls over credit, now in the hands of the Federal Reserve 
Board, should be maintained in their discretion. 

Mr. Wo.corr. That clarifies it. Thank you. 

Mr. Tauie. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tauxie. Mr. Terborgh, it is your understanding, is it not, 
that the OPS is a temporary agency? 
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Mr. Tersoreu. We had hoped that, when it was instituted. But 
we are not able to discover it in its own declarations. We see noth- 
ing in its philosophy that would prevent us from having price control 
20 vears from now. 

Mr. Tauue. If a temporary agency accomplishes the purpose for 
which it is set up, it goes out of existence, does it not? 

Mr. Tersorca. That is at the discretion of Congress. It certainly 
should. 

Mr. Tatur. There is, allowing -for human nature, little induce- 
ment to those who are on the payroll to do a bang-up job, because 
if they do that, their job ceases. 

About a decade ago, [ remember making a statement about the 
nature of a temporary agency in Government. Once you set it up, 
how can you get rid of it? 

The CuairMan. Well, a temporary agency accomplishes the pur- 
pose for which it was set up temporarily. It still might necessitate 
controls. 

Mr. Tautue. Well, here is what I said a decade ago: ‘A temporary 
agency harbors within itself a spark of life, which seeks not only sur- 
vival, but expansion as well.”” That is quoting myself, and that states 
what I have found to be true during my service in the Congress. 

Mr. Tersoran. You bave, in OPS, sir, an agency not only with 
great tenacity of life, but one which has the power to increase its 
own indispensability, by a rigid adherence to existing ceilings. With 
constantly rising wage costs, such as this economy is afflicted with, 
more and more prices will be forced up against their ceilings, and 
OPS can then contend, with more plausibility than today, that de- 
control is inopportune. 

The CHarrMaNn. Price control does not perpetuate itself, though. 
It is still in the hands of the Congress, if it feels it is necessary for 
continuance, whatever their ideas are, they certainly would not be 
binding upon the Congress. 

Mr. Trerrorau. Not at all. 

The CuarrMan. It will continue if the Congress thinks it is neces- 
sary to continue it. 

Mr. Trrsorau. We have to rely on the Congress for decontrol. 

Mr. Tauue. Another thing, Mr. Terborgh, no matter how care- 
fully we measure our language in the laws we enact, no matter how 
much care we exercise, and no matter how clear the demarcation of 
jurisdiction is in the act, according to our intent, the people who 
administer the laws we enact find a way of going beyond the periphery 
of their jurisdiction to do things we never intended should be done. 

The CuarrMan. Well, I think that is rather academic. We are 
going to discuss the other merits. 

Mr. Wo corr. It is a philosophical truism to which this committee 
should give a little more consideration. 

The CuarrMan. Well, if there are no further questions, you may 
be excused, and the committee will adjourn to meet tomorrow morn- 
ing at 10 o’clock. 

(The following statements were submitted for inclusion in the 
record of the hearings:) 
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THE AMERICAN BANKERS ASSOCIATION, 
Washington 5, D. C., May 13, 1952. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. SpENcE: I am submitting herewith statement of Mr. Kenton R 
Cravens presented on behalf of the American Bankers Association on H.R. 6546, 
to amend and extend the Defense Production Act of 1950. It is regretted that 
Mr. Cravens was unable to testify in person, ; 

It would be appreciated if this statement is included in the reeord of the 
hearings on this bill. 

Sincerely yours, 
J. Ouney Brorv. 


STATEMENT OF KENTON R. CRAVENS ON BEHALF OF THE AMERICAN BANKERS 
AssociaTion, Re H. R. 6546 


My name is Kenton R. Cravens, and I am vice president of the Mercantile 
Trust Co., St. Louis, Mo. Iam making this statement on behalf of the American 
Bankers Association. It is my pleasure to serve as its representative on the 
national committee of the voluntary credit restraint program, and also chairman 
of the association’s committee on financing of the defense program. 

The association believes that there is a need for the continuation of two sections 
of the Defense Production Act of 9150, as amended, for one more year. 

The voluntary credit restraint program was undertaken under section 708 of 
the act by the Board of Governors of the Federal Reserve System under direction 
of the President and the principal private lenders of the country. Due to current 
conditions the Board of Governors on May 5, 1952, suspended the operations of 
this program. Experience demonstrated that this machinery, which possesses 
great flexibility, can influence successfully the proper use of credit in agriculture, 
industry, and commerce in a period of emergency. Because of the Government’s 
present program involving large expenditures for defense purposes in the months 
ahead, and because of the uncertainties of the international picture, it would 
seem advisable that the authority under which the voluntary credit restraint 
program was undertaken should be continued for the time being, and thus be 
available for reinstating the program should subsequent developments require. 

Under section 301 of the present act, the President through the Board of 
Governors of the Federal Reserve System reactivated the V-loan program which 
proved successful during World War II. This program aids in making available 
through private financial institutions to prime contractors and subcontractors, 
both large and small, the financing needed in order to perform Government- 
procurement contracts. The full impact of the Government’s defense program 
has not vet been felt and is not likely to be for some months to come. 

The extension of seetions 708 and 301 of the Defense Production Act of 1950, 
as amended, therefore, is desirable for retaining the mechanism capable of dealing 
with any future flare-up of inflationary forces and for financing the manufacture, 
distribution, and servicing of the materials needed for our national defense and 
security. 

We, therefore, urge that in your deliberations that vou see fit to continue these 
sections of the act for one more year. 


STATEMENT ON BEHALF OF THE INTERNATIONAL APPLE ASSOCIATION, SUBMITTED 
BY SAMUEL FRASER, ExecuTIVE VICE PRESIDENT, ON H. R. 6546 (ro AMEND 
AND EXTEND THE DEFENSE PrRopucTion Act oF 1950) 


The International Apple Association is a nonprofit membership organization 
founded in 1895, with offices at 13802 Eighteenth Street, NW., Washington, D. C., 
and is representative of the apple and pear industries through its membership 
of about 1,200 firms and individuals located in the United States and about 200 
members elsewhere. 

The board of directors of this association, following the 1951 convention of 
the association, instructed me to request and recommend that so far as fresh 
fruits and vegetables are concerned, and I speak for no other commodities, that 
the Defense Production Act of 1950 be not extended and that all price ceilings 
or any other controls terminate June 30, 1952, 
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This action is taken on the basis of experience in World War I when no con- 
trols were in effect, other than licensing of distributors, which is now in effect 
under the Perishable Agricultural Commodities Act 1930, as amended (46 Stat. 
531; U.S. C. 1940 ed. et seq. and Supp. IV, 499b), the experience during World 
War II, when price controls were in effect, and the experiences under the present 
law. 

With perishables, price controls are not economically effective nor are they 
practicable. A perishable commodity cannot be withheld from the market for 
too long a time for it must be sold while in saleable condition. Perishables ean- 
not be stored or kept indefinitely. Weather affects supplies since it directly con- 
trols production and marketability. The vast production of the United States, 
the sequence of districts in production, the slight possibility of storage, force the 
movement while the supply is in fit condition for sale. 

Controls are usually after the fact. They are of necessity in a commodity like 
apples which are grown commercially in 36 States, difficult to bring into adjust- 
ment with economical distribution, and any national ceilings fixed, must do 
violence to some district, unless placed at the point of the highest cost, to wit: 
based on the area where costs of production are the highest, then they become 
meaningless for some other areas or regions. Furthermore, disaster elauses must 
be invoked and allowed, from time to time, and area to area. when disaster at- 
tends and conflict reigns on the borders of all such. 

The whole attempt to control prices on perishables is destructive of the agen- 
cies engaged in economical production and distribution and in our judgment is 
detrimental to the best interest of the consumer. 

If the act is to be extended we would amend by inserting in title IV, section 
102 (d) (3) or other suitable place, following (3), ‘“No ceiling or other price control 
shall apply to any fresh fruit or vegetable.” 

Should it be deemed wise to continue the provision for price control of perish- 
ables, then we would seek language in the act to assure that ceilings fixed shall be 
made effective at the beginning of the crop-marketing season, and shall not be im- 
posed during a marketing season and so strengthen the provisions carried as 
applicable to the 1950 marketing season (sec. 402 (d) (3) item (1) of the provisions). 

As an example, the new crop of apples of 1952 begins to move in July, except 
for a few districts. If price ceilings are to be imposed, the industry must be 
advised prior to July. We seek assurance of provisions that controls cannot be 
put on in say— December, affecting the sale of part of the crop. Imposing con- 
trols on part of the crop is a serious hardship to all concerned. 

The same is true for pears, but the movement begins somewhat earlier than for 
apples. 


STATEMENT FILED ON BEHALF OF THE AMERICAN PAPER AND PULP ASSOCIATION, 
BY FE. W. Tinker, Executive Secretary, With Resprectr to Proposats To 
EXTEND AND AMEND THE DEFENSE Propuction Act or 1950, as AMENDED 


This statement is being made on behalf of the American Paper and Pulp 
Association, the over-all national association of the paper and pulp industry, 
which is the sixth largest industry in the United States. We are, naturally, 
concerned with any and all proposals relating to the extension and amendment of 
the Defense Production Act of 1950, as amended. We are particularly interested 
in H. R. 6546, which not only would extend the provisions of the Defense Produc- 
tion Act of 1950, as amended, for a period of 2 years, that is, until June 30, 1954, 
but also would make many substantial changes in the present law. 

We recommend to the Banking and Currency Committee that the Defense 
Production Act be amended to include provisions relating to decontrol, similar 
in scope and effect to those contained in the Price Control Extension Act, July 25, 
1946, Public Law 548, Seventy-ninth Congress, second session. 

We particularly recommend that H. R. 6546 be amended by striking section 103 
on page 3 thereof, lines 2 to 6, inclusive, and inserting in lieu thereof a new section 
103, which would read as follows: 

“Src. 103. Title IV of the Detense Production Act of 1950, as amended, is 
amended by inserting after section 401 thereof a new section as follows: 

“ ‘Src. 401-A. DECONTROL OF NONAGRICULTURAL COMMODITIES.— 

(1) On or before October 31, 1952, the President shall decontro! all non- 
agricultural commodities not important in relation to business costs or living costs, 
and prior to that date shall proceed with such decontrol as rapidly as, in his judg- 
ment, will be consistent with the avoidance of a cumulative and dangerous 
unstabilizing effect. In no event shall maximum prices be maintained after 
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October 31, 1952, for any nonagricultural commodity or class of commodities unless 
the same has been expressly found, by the President, to be important in relatio; 
to business costs or living costs. 

“*(2) The President shall provide for the prompt removal of maximum prices 
in the case of any nonagricultural commodity whenever the supply thereof exceeds, 
or is in approximate balance with the demand therefor (including appropriate 
inventory requirements). 

‘“««(3) Whenever, after a reasonable test period, it appears that the supply of 
a nonagricultural commodity, which has been decontrolled, is no longer consisten; 
with the applicable decontrol standard, the President may reestablish such maxi- 
mum prices for the commodity consistent with the applicable provisions of law, 
as in his judgment may be necessary to effectuate the purpose of this act. Th, 
supply of a nonagricultural commodity shall be deemed inconsistent with the 
applicable decontrol standard, in any case where the prices of the commodit, 
have risen to and after a reasonable test period remain at unreasonable and 
inflationary levels.’ ”’ 

The American Paper and Pulp Association recommends the retention, without 
change, of section 402 (d) (4) of the Defense Production Act of 1950, as amended, 


AmerIcAN Home Economics AssoctraTIOoN, 
Washington 9, D. C., March 27, 1952. 
The Honorable BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House Office Building, Washington 25, D. C. 
Dear Mr. Srence: The enclosed testimony has just arrived from Dr. Kyrk. 
We regret that Dr. Kyrk was unable to come and give this testimony, and 
would appreciate your including it in the records of the hearings. 
Very truly yours, 
MARGARET 8S. MANGER, 
Chairman, Legislative Committee. 


TESTIMONY OF Dr. Hazet Kyrk, IN Support OF THE EXTENSION OF THE 
DrFENSE Propuction Act or 1950 


Iam Hazel Kyrk, professor of economics and home economies at the University 
of Chicago, and a member of the American Home Economies Association. As 
you may know, the object of the association is the development and promotion 
of standards of home and family life that will best further individual and social 
welfare. The association functions on a State and National level through subject- 
matter divisions, professional departments and committees. There are two 
organized committees in the association responsible for developing and executing 
that part of the program of work which deals with the consumer. One of them 
is the legislative committee. Its program is voted upon and adopted by the 
members of the association at its annual meeting each vear. 

At the June 1952 meeting, held in Cleveland, the association adopted a provi- 
sion to support activities which aim to improve the economic well-being of indi- 
viduals and families, on local, State, and National levels. 

The association has asked me to act in an advisory capacity and recommend 
action in the interest of the consumer, during this period of emergency. 

In this interest, to help the consumer, we urge a favorable report by the com- 
mittee on H. R. 6546. In our opinion, extension of the Defense Production Act 
is desirable and this bill not only provides for its extension but, as now drawn, 
repeals certain amendments to the act of 1950, undesirable in principle and, at 
points, creating difficulties in administration. We were among those who, from 
the time they were first introduced, opposed the so-called Capehart and Herlong 
amendments on the ground that they tend to defeat the general purpose of the 
act and that the former, in certain respects, tends to hamper its enforcement by 
requiring procedures that are impracticable. We also strongly approve the 
repeal of section W-—4 of the Defense Production Act of 1950, as provided in 
H. R. 6546. Restriction of supplies is a principle directly contrary to the purpose 
of the act. We also approve of the change made in section 101 by H. R. 6546 
which makes possible the establishment of slaughter quotas, on the ground that 
those quotas are necessary for the effective control of the price of cattle and of 
the wholesale and retail prices of meat. 

Our argument for the extension of the Defense Production Act of 1950 does 
not rest simply upon the fact that inflationary price and wage spirals endanger 
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the economy, and affect, adversely, the welfare of millions of individuals and 
families. All are agreed upon this issue. No one proclaims himself an infla- 
tionist. The issue is whether price and wage controls are among the measures. 
Without other measures, these controls would, in the long run, be ineffective; 
but at this juncture, we believe it would be hazardous to discard this supplemen- 
tary tool. Future economic developments are uncertain. Also uncertain are 
the extent and the swiftness with which the desirable fiscal and monetary policies 
that bear upon this problem, will be adopted. It seems unlikely that they will 
be sufficiently rigorous and far-reaching to do the total job of preventing infla- 
tionary pressures. 

Notice must also be taken of the fact that fear of rising prices will bring buyers 
into the market in large numbers. If, as a result, prices move upward, still 
greater will be the rate of purchase, and the greater the pressure for wage in- 
creases. 

We ask that this statement be included in the records of the hearings. 


STATEMENT FILED ON BEHALF OF THE NatTionaL Epucation ASSOCIATION OF 
THE Unirep Srares, py J. L. McCasxiuu, Direcror or THE Division oF 
LEGISLATION AND FEDERAL RELATIONS 


The National Education Association of the United States respectfully submits 
the following statement pertaining to the extension of the Defense Production Act 
of 1950 as amended, as set out in 8S. 2645, or other similar legislation, without crip- 
pling amendments, in the hope that the opinions of the association may aid the 
committee in its consideration of the measure. 

The National Education Association of the United States is a voluntary organ- 
ization of approximately 460,000 members, created to advance the “interests of 
the teaching profession and to promote the cause of education throughout the 
Nation.”’ Education today is laboring under a critical financial burden. The 
school-age population of the United States is expected to increase by 7,000,000 
during the decade of 1950. More teachers are needed to teach the growing num- 
ber of school children. More school buildings are needed to house them. More 
supplies are needed for classroom use. This situation alone would have posed 
serious problems for educators but inflated prices, higher wages, strong demands for 
additional manpower for defense needs, and a shortage of building materials have 
compounded the problem. The proposed increase of $20,000,000,000 in Federal 
defense expenditures over the next 12 months will undoubtedly exert even stronger 
inflationary pressures on the economy than have heretofore been evident. There- 
fore, the task of controlling inflation will not only be more compelling but more 
difficult. Because inflation has such a particularly detrimental effect upon the 
Nation’s schools, the National Education Association urges affirmative action by 
your committee and the Congress in extending the Defense Production Act of 
1950 as amended without crippling amendments. 

There are four major factors of particular concern to the National Education 
Association which have determined its position with respect to legislation designed 
to control inflation: 


1. The relatively low level of instructional staff salaries 

Increased prices and industrial wage boosts have had a particularly adverse 
effect on the instructional staff of the Nation’s schools. Their incomes have not 
only failed to keep pace with those in other fields of employment, but the dollars 
they earn buy only half as much as they would have in 1939. In 1951-52, the 
salaries of instructional staff (classroom teachers, principals, and supervisors) 
averaged $3,290, a rise of $193 over 1950-51 and a figure 3 percent below the 
average for all employed persons including unskilled workers. If the anticipated 
inflationary pressures are not adequately and equitably controlled by the Federal 
Government, high costs will consume an even greater portion of the teachers’ 
already inadequate earnings. Should this be the case, the teaching profession 
would be unable to attract and retain teachers at the very time when many new 
teachers are desperately needed to teach our young people. 


2. The high cost of all school supplies 


By the end of 1951 there was scarcely an item in the school budget that had 
not increased since the outbreak of the Korean conflict. Books and supplies of 
all kinds, teachers’ salaries, janitorial and maintenance costs, building and facility 
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maintenance and operation—all have increased with the subsequent staggering 
financial burden on school authorities and the citizens. Unless steps are taken 
by the Congress to continue and strengthen the Government’s check on prices, 
the inflationary spiral which would ensue over the next few years would have 
disastrous repercussions for America’s already overburdened school system. 


3. Increase in construction costs 

Inflation has already had a serious impact on school-construction costs. Aceord- 
ing to the United States Office of Education, over-all cost of school construction 
more than doubled between 1939 and September 1951. In just 1 year—from 
1950 to September 1951—construetion costs rose by nearly 8 percent. The United 
States Office of Education has found that the average classroom with related facili- 
ties cost about $13,000 in 1935-39. In 1950 the cost had climbed to $28,000, and 
to $30,000 a year later. A recent survey of school-construction needs made by 
the United States Office of Education indicated that during the next 7 vears a 
total of 600,000 new classrooms are needed to house the increased school popula- 
tion, to build normal replacements, and to reduce the backlog of needs. In 195] 
dollars, this construction would cost approximately $18 billion. In 1939 the 
equivalent building costs would have been $7.8 billion. Communities able to 
secure the critical materials to build urgently needed schools are having an in- 
creasingly difficult time meeting the rising costs of building. Should inflation be 
allowed to run rampant, it would be many years before America’s children would 
have the school housing they require. 

;. Need to continue materials-allocation program 

Title I, section 101, of the Defense Production Act of 1950, as amended, con- 
tains authorization for the allocation of scarce materials which is of particular 
interest to school authorities. Schools have been especially hard-hit by the cur- 
rent shortage of steel. The wartime and postwar baby crops are just now begin- 
ning to come of school age. This infinx, coupled with a 20-vear construction lag, 
has resulted in serious overcrowding in the schools and, in many instances, use of 
temporary, makeshift, or unfit facilities. In order to continue and to increase 
the present rate of school construction to accommodate these children, an ade- 
quate supply of steel is essential. Because of the traditional and established 
methods of purchasing and contracting employed by school officials, schools can- 
not compete with individual buvers for a short supply of construction materials. 
Failure to extend the Defense Production Act could bring school construction to 
a virtual standstill, whereas an extension of the legislation would enable the school 
authorities to work through regularly established Federal agencies to secure the 
materials necessary. 

The National Education Association firmly believes that one of the basic safe- 
guards to democracy is an adequately educated citizenry. Inflation can cripple 
the Nation’s schools and can deny to the children of today and tomorrow the 
kind of education to which every American child is entitled. The National Edu- 
cation Association considers it imperative that every possible action be taken by 
the Congress of the United States to prevent further inflation and thereby to keep 
America and America’s schools strong. 


CONGRESS OF THE UNITED STATES, 
Hovust oF REPRESENTATIVES, 
Washington, D. C., April 3, 1952. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington 25, D. C. 

Dear Cotieacue: The Carroll Chamber of Commerce of Carroll, Iowa, has 
expressed a wish to me to let, your committee know their sentiments concerning the 
continuation of the Defense Production Act. 

I am enclosing herewith the letter I received and ask that when hearings are 
held on the control bills, Mr. Capelle’s letter be inserted. 

With all good wishes, 

Very truly yours, 
James I, Douuiver. 
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CARROLL CHAMBER OF COMMERCE, 
Carroll, Iowa, March 26, 1952. 
James I. Douutver, 
Representative, House of Representatives, 
Congress of the United States, Washington, D. C. 

Dear Jim: At a meeting of our governmental and legislative affairs committee 
a motion was made instructing me to inform you and Senators Hiekenlooper 
and Gillette that the committee is not in favor of the continuation of the Defense 
Production Act. as it now stands. 

They favor complete decontrol of wages, prices, and rent control as of June 
30 and production controls as of March 1, 1953. 

The above action was taken for the following reasons: 

1. They do not feel that the past year has demonstrated a need for controls 
and by no means the continuation of such controls. 

2. It is contrary to what we are fighting for—the free enterprise system. 

3. Economy in Government is a definite essential to halting inflation. By 
dispensing with this department, a great deal of money could be saved in labor, 
rent, and materials. 

4. Individual business administration costs would be lower. 

5. Last, but by no means least, it is felt that our economic control, supply and 
demand, the control that has made this country what it is today, can never be 
replaced by controls created and dictated by man. 

It is further hoped that you as our representative will bring our feelings to the 
attention of the interested committees. 

Sincerely, 
CARROLL CHAMBER OF COMMERCE, 
Donato E. Cape.ie, Manager. 


(Whereupon, at 4:26 p. m., the committee adjourned, to reconvene 
at 10 a.m. Wednesday, May 14, 1952.) 

(The following communications and informational data were 
submitted to the committee for inclusion in the record of the hearings: ) 


OrricE OF Prick STABILIZATION, 
Washington, D. C., May 20, 1952. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN SPENCE: I am submitting this letter to you and your 
committee for the purpose of analyzing the various procedural amendments to 
the Defense Production Act proposed by the witness representing Safeway Stores. 

These proposed amendments would abolish the Emergency Court of Appeals’ 
substantially change the existing protest procedure, increase the time necessary 
to dispose of a protest, establish an unnecessary declaratory judgment procedure, 
and otherwise bring chaos to the established orderly procedure for the adminis- 
trative reconsideration and judicial review of ceiling-price regulations. 

I am advised that Safeway has been the only witness favoring such changes. 

For the reasons set forth below, I am unalterably opposed to the proposed 
amendments offered by Safeway. 

1. Safeway’s proposal to abolish the Emergency Court of Appeals would lead to a 
divergency of judicial decisions which would break down the effectiveness of price 
control.—It has been proposed to amend section 408 of the Defense Production 
Act by abolishing judicial review by the Emergency Court of Appeals and sub- 
stituting in place thereof review by the 12 United States courts of appeal. 

The reasons which have been offered by proponents of this measure are based 
upon a misconception or misunderstanding of the actual facts. The reasons for 
this amendment which have been suggested are as follows: (1) That it is neces- 
sary for persons to come to Washington to file papers and argue cases before the 
Emergeney Court of Appeals; (2) that disposition of cases by the Emergency 
Court of Appeals is a slower process than in the ordinary courts of appeal; and 
(3) that the judges of the Emergency Court are not regular Federal judges; and 
(4) that the scope of review of the Emergency Court is more limited than that of 
the regular courts of appeal. 
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A. THERE IS NO FACTUAL BASIS FOR THESE ARGUMENTS 


The Emergency Court of Appeals travels all over the United States to hea: 
argument at any place requested by a litigant. The court reaches decisions in thi 
most expeditious manner, having averaged but 18 days between hearing and de- 
cision in the 12 OPS cases that have been decided. The judges of this court ar 
regular Federal judges assigned by the Chief Justice, who, over the past 10 years 
have become familiar with the complex problems of price control. And finally 
the scope of review of the Emergency Court of Appeals is broader than that of an; 
other reviewing court. 

(1) The Emergency Court of Appeals travels all over the United States.—A person 
is never required to come to Washington either to file papers or argue before the 
Emergency Court. All motions, briefs, and any other papers may be filed by 
mail, and that is the usual practice. More importantly, under the Rules of 
Court which were issued in 1942 when the court was established under the Bmer- 
gency Price Control Act of that year, oral hearings may be requested by a protes 
tant at any place in the United States. This is in direet contrast with the regula: 
courts of appeal which sit only at a limited number of cities in their respective 
eircults. 

Moreover, the Emergency Court has never denied a request to hear argument 
away from Washington. It has heard arguments not only in all the large cities, 
but also in a number of county courthouses throughout the country. During the 
past 10 years since the Emergency Court was established it has sat in the places 
listed below: 


Atlanta, Ga. Enid, Okla. Norfolk, Va. 
Baltimore, Md. Fresno, Calif. Oklahoma City, Okla. 
Biloxi, Miss. Houston, Tex. Omaha, Nebr. 
Birmingham, Ala. Indianapolis, Ind. Philadelphia, Pa. 
Blytheville, Ark. Jacksonville, Fla. Providence, R. I. 
Boise, Idaho Jamestown, N. Y. Phoenix, Ariz. 
Boston, Mass. Los Angeles, Calif. Portland, Oreg. 
Brooklyn, N. Y. Louisville, Ky. San Antonio, Tex. 
Buffalo, N. Y. Madison, Wis. San Francisco, Calif. 
Charlotte, N. C. Media, Pa. Scranton, Pa. 
Chicago, III. Miami, Fla. Seattle, Wash. 
Cincinnati, Ohio Milwaukee, Wis. St. Louis, Mo. 
Cleveland, Ohio Minneapolis, Minn. St. Paul, Minn. 
Clovis, N. Mex. Nashville, Tenn. Tallahassee, Fla. 
Dallas, Tex. New Orleans, La. Toledo, Ohio 
Denver, Colo. Newark, N. J. Warren, Ohio 
Detroit, Mich. New York, N. Y. Washington, D. C. 


This circuit-riding performance of the Emergency Court is the most remarkable 
demonstration of a court going to the people since the early days of the Republic. 
This activity also is reflected in the geographical distribution of the Emergency 
Court’s bar, which costs but $3 to join. There are 844 attorneys who are members 
of this bar of whom 166 are from New York; 94 from Illinois; 49 from California; 
36 from Pennsylvania; 32 from New Jersey; 28 from both Ohio and Texas; 26 from 
Florida; 25 from Maryland; 24 from Missouri; 19 from Virginia, Wisconsin and 
Massachusetts; 14 from Michigan and 11 from both Indiana and Minnesota. 
The remaining members of this bar are from 24 other States, the Territory of 
Hawaii, and the District of Columbia. 

(2) The court acts expeditiously.—The truth of the matter is that the expedition 
with which the Emergency Court of Appeals disposes of the cases is excellent. 
Since the court has no fixed terms, it can and does act promptly in every case. 
During the year 1951, for example, it disposed of 18 cases in the average time of 
36 days after hearings. It has now decided 12 cases involving Office of Price 
Stabilization matters and in these cases it has averaged but 18 days between 
hearing and decision. Three of these cases have been decided against the Director, 
and nine in his favor. 

(3) All the judges of the Emergency Court of Appeals are regular Federal judges.— 
Under the act, all the judges of the Emergency Court are regular Federal judges 
assigned to the court by the Chief Justice of the United States. Their work on 
the Emergency Court simply takes priority over their other duties. 

The first chief judge of the Emergency Court of Appeals was Fred M. Vinson, 
now the Chief Justice of the United States. The present chief judge is Albert B. 
Maris, of Philadelphia, of the Third Circuit Court of Appeals. The other mem- 
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bers of the Emergency Court are Walter C. Lindley, of Danville, Ill., of the Seventh 
Circuit Court of Appeals; Calvert Magruder, of Boston, senior judge of the First 
Circuit Court of Appeals; Thomas F. McAllister, of Grand Rapids, Mich, of the 
Sixth Cireuit Court of Appeals; and Bolitha Laws, chief judge of the United 
States District Court for the District of Columbia. These are judges who not 
only are respected throughout the legal profession, but in addition, are judges 
who have acquired a vast specialized knowledge of price-control law. 

°(4) The scope of review of the Emergency Court is broader than that of any other 
reviewing court.—The argument that the Emergency Court’s scope of review is 
more limited than that of the courts of appeal in ordinary cases of administrative 
review is entirely incorrect. The truth of the matter is that the Emergency 
Court’s scope of review is broader than that of any reviewing court, including 
the Supreme Court of the United States. 

Section 408 (b) of the Defense Production Act authorizes the Emergency Court 
of Appeals to declare a price regulation invalid (1) if it “is not in accordance with 
law’’ (this is the usual authority of the regular circuit courts of appeal and the 
Supreme Court), and (2) if it ‘‘is arbitrary and capricious,” even if the regulation 
is in accordance with law. 

It has been the position of the Emergency Court that these words of the 
statute (which also appeared in the 1942 Price Act) makes its review more 
extensive. That is also the position of the Office of Price Stabilization. 

In addition the court has statutory authority to take evidence directly. 

Under the act all civil and criminal prosecutions are tried in local courts. It is 
only where the validity of a regulation is challenged that the Emergency Court 
has any jurisdiction at all. The validity of a regulation may be raised either 
upon the denial of a protest by the Director of Price Stabilization or whenever 
a local court refers the validity question to the Emergency Court in an enforce- 
ment proceeding. 

The large number of times that the Emergency Court has held against the 
Government is abundant testimony to the meaningful character of this broader 
scope of review. Out of 439 cases decided, private litigants have won 97, approxi- 
mately one-fourth of all adjudicated cases. 


B. MAINTENANCE OF THE EMERGENCY COURT OF APPEALS IS ESSENTIAL FOR 
EFFECTIVE PRICE CONTROL 


(1) Uniformity of decision can only be obtained through a single court——The 
basie reason for having a single court to determine the validity of price regula- 
tions is the absolute necessity of having uniformity throughout the country 
with respect to the law of price control. The late Chief Justice Stone stated 
this consideration in Yakus v. United States (821 U. S. 414, 482 (1944)), as 
follows: 

“Congress, in enacting the Emergency Price Control Act, was familiar 
with the consistent history of delay in utility rate cases. It had in mind 
the dangers to price control as a preventive of inflation if the validity and 
effectiveness of prescribed maximum prices were to be subject to the exigen- 
cies and delays of litigation originating in 85 district courts and continued 
by separate appeals through 11 separate courts of appeals to this couit, to 
say nothing of litigation conducted in State courts.” (See 8. Rept. No. 
931, 77th Cong., 2d sess., pp. 23-25.) 

Under the proposed amendment each court of appeals would have jurisdiction 
to determine the issues before it. Let us consider a concrete example. Suppose 
the circuit court of appeals in Chicago has before it a case challenging the validity 
of the beef regulation on the ground that it contravenes business practices. Sup- 
pose also that at the same time the circuit court of appeals in New York had a case 
challenging the same regulation but on the ground that it is not generally fair and 
equitable. 

Under the proposed amendment, these are different issues and each of these 
courts of appeal presumably would be empowered to go ahead with its case. 
The Chicago court might declare the regulation valid, and the New York court 
declare the same regulation invalid. If that happened there would be nothing to 
prevent most of the beef supply from moving to New York, where the regulation 
would have been declared invalid. Under the present system of review this could 
not happen because the decision of the Emergency Court would be applicable 
Nation-wide. 

The system of review proposed therefore would focre the Government to appeal 
to the Supreme Court every time there was inconsistency between decisions of 
courts of appeal. 
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This approach would not be limited to cases involving the same regulation, but 
would be necessary every time there arose any disagreement between circuits 
over the construction to be given to the act. 

This is exactly the opposite of the approach now employed by the Government. 
In only 3 of the 97 cases lost by the Government has review by the Supreme Court 
been sought. The practice has been to accept the decision of the Emergency Court 
and change regulations as its opinions direct. 

The confusion that would result if more than one court passed upon the validity 
of regulations was explained by Chief Judge Maris in the 1944 hearings before the 
Senate Banking and Curreney Committee (hearings on 8S. 1764 (1944) at p. 672): 

“We felt that the mandate of the act was that there should be a single 
reviewing authority, reviewing the regulations of the Price’ Administrator. 
The confusion which might result in price control if regulations should be 
judicially interpreted differently in different parts of the country is obvious 
We therefore felt that even to divide the court into divisions might possibly 
cause difficulty of this kind because differing views might arise in the divisions. 
While these could be reconciled, the reconciliations might take time, which 
would be unfortunate and might be disastrous.” 

(2) The complex nature of price control requires a specialized court for ex pedi- 
tious determination of issues.—The second principal reason for a single court to 
determine validity of price regulations is to maximize the experience of those 
judges who are most familiar with a complex area of the law so that complex 
questions can be decided quickly. This was one reason that Congress initially 
created the Emergency Court in the Emergency Price Control Act of 1942. The 
report of the Senate committee stated (5S. Rept. No. 931, 77th Cong., 2d sess., 
p. 7): 

“The Emergency Court is established in order to avoid the confusion 
which would result from conflicting decisions in different circuits on the same 
regulations. It will also permit the expeditious consideration and disposition 
of problems arising under the statute by a court familiar with its provisions 
and operations.” 

The merit of this decision by the Congress in 1942 was pointed out by Chief 
Judge Maris before the Senate Committee in 1944, when he referred to the special- 
ized character of the Emergency Court’s work (hearings on 8. 1764 (1944) at p. 
672): 

“Our jurisdiction, as you understand of course, is a highly specialized one. 
The court hears only complaints involving the validity of price and rent 
regulations. Our cases involve perhaps questions of the law of economics 
more than the laws of jurisprudence. 

“Tt takes time for a judge to feel his way in this specialized field and we 
have felt therefore that, so long as the three judges who are now in the court 
car carry the load—and we have practically divorced ourselves from any work 
in our own courts—that we should carry on the work as we are presentl) 
constituted. We are devoting our time and giving entire precedence to this 
court and, so long a&8 we can hear and decide the cases without delay, we 
thought it would be unwise to ask for the designation of additional judges 
who should have to; in their turn, study this field, and get acquainted 
with it.’”’ 

(3) With one exception there has been no dissatisfaction with the Emergency 
Court.—It should be noted that there has been no general dissatisfaction with the 
Kmergeney Court of Appeals. When the Senate committee rejected a proposal 
to abolish it in 1944 this also was the case. In fact, the present amendment is 
sponsored only by Safeway Stores. This particular chain store has been an un- 
successful litigant in the Emergency Court of Appeals. This is hardly sufficient 
reason to abolish a system of judicial review which has worked fairly and efficiently 
over the past 10 years. 

2. Safeway’s proposal to require formal ‘‘findings of fact’’ in statements of con- 
siderations should be rejected because (a) the present act contains a satisfactory require- 
ment and (b) the proposal would tend to convert statements of considerations into a 
series of legal conclusions or “findings’’ which would have little meaning to business- 
men who need a statement in laymen’s language.—As section 402 (c) of the Defense 
Production Act now stands, the Director is required to accompany each regulation 
by a statement of the considerations or reasons involved in the issuance of the 
regulation. These statements set forth, in the language of a layman, just why the 
regulation was issued and an explanation of various provisions. These statements 
perform the very meaningful function of telling businessmen how the regulation 
will affect their operations, 
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This requirement of the Defense Production Act is quite adequate to tell 
lawyers as well as businessmen the basis for a regulation. These statements 
always are included in transcripts of proceedings certified to the Emergency 
Court of Appeals, and are therefore one of the things considered by that court in 
disposing of a protest. The enactment of the proposed amendment would tend 
to transform the statement of considerations into a rather legalistic document of 
no use to businessmen, since it would then be necessary to couch much of it in 
conclusory language typical of the Federal Trade Commission. 

For example, a statement that “the Director hereby finds as a fact that this 
regulation will effectuate the purposes of the act to achieve stabilization and maxi- 
mum production, that the means employed are consistent with the requirements 
of law, and if the Director does not act prices will increase further, and that 
therefore the Director finds that this regulation must be issued” adds nothing of 
substance. Such ‘findings’? could be made even more involved and, in view of 
the Federal Trade Commission’s practice, could be a device to make the regulation 
very confusing to businessmen. 

The Director does not wish to convert the statement of considerations into a 
vehicle of legal semantics. He believes that the simple, understandable approach 
now employed is of considerable informational value, ana that statements of 
considerations should not be cluttered with legalistic verbiage. 

3. Safeway’s proposed amendments to section 407 of the act would revise the 
protest procedure needlessly and lengthen the time necessary to dispose of a pro- 
ceeding.— The essence of the principal proposals to change the protest procedure 
is to permit any protestant to put in evidence orally rather than in written form, 
no matter what the material; it would permit any protestant to subpena data in 
the hands of the Director, including that which was furnished on the understand- 
ing that it would be treated in confidence; and it would abolish the right of a 
protestant to argue his case before a Board of Review composed of responsible 
officials of the agency. 

The Director believes these and all of Safeway’s other proposals to change 
section 407 to be inadvisable. Most of the materials submitted in a protest 
proceeding consist of cost figures, balance sheets, profit and loss statements, and 
other statistical data which are designed to show concretely the impact of a 
regulation or order. The Director is necessarily concerned with what a regulation 
does in actual operation, and not opinions about the regulation. However, where 
evidence cannot be reduced to written form, a hearing for the purpose of taking 
testimony is provided. This was the practice in OPA as well. I[t is apparent 
that providing for such hearings as a matter of right would only tend to extend 
the time taken for protest proceedings, whereas most businessmen prefer that 
protests be handled expeditiously. 

To permit a protestant to subpena all the data in the Director’s possession would 
be catastrophic to our program of industry cooperation. Minutes of meetings of 
industry advisory committees must be withheld from the public, because to reveal 
them would make it difficult to secure frank industry discussion. Similarly, the 
greater part of the information collected from industry in surveys is secured with 
the specific understanding that it will not be revealed to competitors or to the 
public. Information about costs and their allocation frequently are considered 
trade secrets, and for the Director to be forced to reveal them would defeat at- 
tempts to secure industry help. 

Apart from these confidential industry sources the major part of the remaining 
information in the possession of the Director is from pubiished materials issued 
by other Government agencies and by trade associations. These data are equally 
available to protestants and the OPS alike. 

Safeway’s proposal to abolish boards of review should be rejected. A board 
of review hears oral argument on a protest and makes written recommendations 
to the Director which are furnished to theeprotestant. As it now stands, this 
procedure is seldom used by a protestant. But it is always available as a matter 
of right to any protestant, and this is a desirable situation. Whenever a protestant 
feels that his case will be aided by presenting argument before responsible officials 
of the ageney, who in turn make recommendations to the Director, he should be 
entitled to pursue this course. This procedure originally was worked out by 
Congress when Mr. Bowles was Price Administrator, and has proved to be satis- 
factory. 

The present protest procedure is an effective way of securing a decision from the 
Director. The average time for the final disposition of the 112 protests decided 
has been only 31 days. Of the 7 protests heard by a board of review at the election 
of a protestant, the average time has been 120 days. In 34 or nearly one-third 
of the protests disposed of to date, relief was granted. Of the 47 protest pro- 
ceedings still pending, partial relief already has been granted in 17 cases. 
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4. Safeway’s proposal to include a declaratory judgment provision in the act is 
unnecessary and inconsistent with the realities in the price-control field——Safeway 
also wants a declaratory judgment provision in the act. Section 408 of the De- 
fense Production Act in effect does provide for a declaratory judgment, but only 
after the court has examined the facts contained in a transcript of the administra- 
tive record. Under ordinary circumstances, the administrative record is developed 
speedily by the Director. Of the protests disposed of so far, final disposition has 
averaged but 31 days, which is considerably better than the OPA record. In fact, 
the Emergency Court of Appeals can either set aside a regulation entirely 0: 
remand the case to the Director with an opinion providing guides for the revision 
of a regulation. Both such procedures were followed during World War IT and 
have been followed under the Defense Production Act. 

Most price-control cases do not turn on simple legal issues, but involve a mixture 
of economic facts, industry practices, and statutory construction. In many cases 
the court has found that the act requires one conclusion with respect to one indus- 
try, and quite a different determination with respect to another. Therefore, 
legal issues cannot be decided in a vacuum, but only in the context of a record. 
The same thing would be true about individual cases where only a single person 
is involved, because the Emergency Court of Appeals reviews even individual 
adjustment orders. 

Moreover, the protest procedure provides a more expeditious method of securing 
relief than would a declaratory judgment procedure that would permit a litigant 
to ignore the administrative remedy and skip over the protest procedure. In 
roughly a third of the protest proceedings, the Director grants full or partial relief. 
In view of the strong bias among the judiciary against deciding hypothetical 
issues, many attempts by litigants to secure declaratory judgments would undoubt- 
edly be referred to the Director to permit full presentation and analysis of the 
facts. 

5. Safeway’s proposal to amend section 409 (b) to permit the challenge of regulations 
in enforcement proceedings would encourage violations.—By the proposal to permit 
persons charged with violations to challenge the validity of regulations in an 
enforcement case, Safeway would destroy the judicial review it purports to 
create under its amendments to section 408, under which judicial review would 
be in the Circuit Courts of Appeal. Not only is this proposal manifestly incon- 
sistent with the other proposals, but as a practical matter the validity of price 
regulations would hereafter be determined by district courts only after extended 
hearings in such courts. This would create doubt about the validity of every 
regulation, for the decision of one district court is not binding upon another. 

In contrast, decisions of the Emergency Court are applicable throughout the 
country and are expeditiously determined by that court. In the rare circum- 
stance where a person accused of a violation can show good cause for failure to 
file a protest, a district court can grant permission for the defendant to file a 
complaint directly with the Emergency Court of Appeals. Such a case is now 
pending. The only persons that normally would be helped by this proposal of 
Safeway are chiselers and violators who have no intention of abiding by regulations 
unless required to do so. 

6. Safeway’s proposal that section 402 (d) (3) be amended is a misleading way 
to overrule a decision of the Emergency Court of Appeals with which this committee 
will no doubt agree was correct.—As section 407 (a) of the Defense Production 
Act now stands, any person subject to a regulation may challenge its legality 
Therefore, the only thing that would be added by this amendment is to give 
nonfarmers rights which Congress intended only for farmers. 

By placing this proposed amendment at the end of section 402 (d) (3) of the 
act, which concerns the minimum parity standards for price ceilings, Safeway is 
attempting to reverse a recent decision of the Emergency Court of Appeals without 
telling this committee its intention. In the case of Safeway Stores v. DiSalle, 
decided January 18, 1952, that court’decided that the parity requirements of the 
Defense Production Act were included in the act for the benefit of farmers, and 
not for retailers. 

At the present time a farmer can challenge any regulation on the ground that 
it does not reflect parity, which we believe was the intention of Congress. This 
proposed amendment would let any person—retailers, wholesalers, and manufac- 
turers—use a guarantee that was given to farmers. We believe that your com- 
mittee included the parity provision for the benefit of farmers, and not retailers, 
and that this should continue to be the case. 

I trust that the foregoing anlysis of Safeway’s procedural proposals will be of 
value to you. If I can be of further assistance, please feel free to call upon me. 

Very sincerely yours, 
Evuis ARNALL. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 20, 1982. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


My Dear Mr. Spence: In the President’s message of February 11, 1952, 
transmitting to the Congress his recommendation for the extension and amend- 
ment Of the Defénse Production Act, he pointed out that in order to complete the 
defense program rapidly and effectively, we must continue to have the authority 
contained in the Defense Production Act—which, among other things he enu- 
merated, includes the authority to channel materials for defense and to help 
expand essential production, 

I have been informed that your committee has begun hearings on H. R. 6546, 
the bill which incorporates the President’s recommendations for the extension and 
amendment of the Defense Production Act. In connection with the committee’s 
consideration of this legislation, I wish to emphasize a point which I am sure that 
its members already appreciate—namely, that the continuance and success of the 
defense programs within the Secretary of the Interior’s area of responsibility de- 
pend upon the continuing availability of the powers contained in the Defense 
Production Act, and particularly the authority mentioned specifically above. 

As you know, Interior’s defense responsibilities include those with respect to the 
provision of adequate supplies of petroleum and gas, coal and coke, and electric 
power, and the conduct of a program designed to encourage the exploration for 
domestic sources of critical and strategic metals and minerals. All of the products 
encompassed in these responsibilities are essential to the fulfillment of direct 
military and essential civilian requirements, and highly important, to the ex- 
pansion of the Nation’s basic industrial capacity to meet the goals of the defense 
mobilization program. In addition, this Department is responsible for the supply 
of fish and fish products—an important segment of our food supply. 

The tremendous increase in demand for fuels and energy following the Korean 
outbreak and the initiation of the defense mobilization program has required large 
large programs for the expansion of facilities in the petroleum, gas, coke, and 
electric power industries. These programs, requiring substantial quantities of 
metals, have had to move forward even in the face of short supplies of steel, 
copper, and aluminum, for without increased supplies of fuel and power the neces- 
sary expansion in supply of those metals and other very essential materials and 
equipment cannot be attained. Despite our best efforts and the cooperation of 
other defense agencies and the industries themselves, however, shortages of 
materials have limited the rate of expansion of supplies of petroleum, gas, coke, 
and electric power so that they have just barely been meeting demands. In some 
cases, there have been spot shortages requiring special emergency action. The 
progress which has been made would have been impossible without the authority 
provided by the Defense Production Act which enabled us to channel materials 
and products to the points of greatest need and to furnish financial aids where 
they were required. 

Similarly, if the power to allocate materials had not been available, even the 
maintenance of fishery production—our primary objective in this field, as dis- 
tinguished from expansion in others—would have been exceedingly difficult, if 
not impossible, for the industry; and without funds made available under the 
authority provided by the Defense Production Act, we could not have made 
contracts with prospectors and mine operators whereby Government shares in 
the cost and risk of exploration for metals and minerals which we hope will lead 
to discovery of reserves, the ultimate production from which will augment the 
Nation’s supply of basic materials. ? 

The thumbnail sketches of selected problems and programs of Interior’s defense 
administrations presented below will serve to illustrate how the authority con- 
tained in the Defense Production Act has been employed and how vital its 
continuance is to the solution of the still serious problems which lie ahead. In 
this connection, I should like to observe that many of the projects in the expan- 
sion programs are still under construction and that a number of others, not yet 
started, also will have to be completed before our production goals are reached. 
Continuing authority to assure that they receive materials and equipment is 
essential if the public and industries’ needs for fuels and energy are to be met, 
and such authority will be required until materials are again in ample supply. 
Also, the same priorities and allocation powers are needed to make it possible 
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to allocate supplies of electric power and fuels if the need for such action should 
arise from curtailment of production or disruption of distribution as a result of 
adverse weather conditions or other causes. 


ELECTRIC POWER (DEFENSE ELECTRIC POWER ADMINISTRATION) 


Most industrial manufacturing plants can be built in shorter time than th« 
2 to 3 years required for the construction of electric power steam plants or the 
3 to 5 years required for hydroelectric plants. The new power loads represented 
by our industrial expansion will therefore come. into existence before the cor- 
responding power plant expansion—resulting in a general reduction of power 
reserves and, for certain areas, in serious power deficiencies. Power shortages 
loom in Texas for the summer of 1952 and 1953, in the Northwest from the fall 
of 1952 to the spring of 1953 and again the following winter, and in the Southeast, 
during the winter of 1952. In addition, shortages are threatened in several! 
localized points throughout the country. In order to allocate available power 
supply in the directions necessary for the defense program and the maintenance 
of the civilian economy, continuation of the priorities and allocations authority 
with respect to electric power will be necessary through 1952 and 1953. 

While the allocation of power supply is necessary in time of shortage, it can 
at. best merely distribute in a rational manner the inevitable curtai!ment of loads 
The problem of power supply to meet the demands of the expanded economy 
can only be solved ultimately by the construction of additional power facilities. 
The expansion program for the power industry to meet these loads is procigious 

calling for an additional 32,000,000 kilowatts in the vears 1952, 1953, and 
1954. Recently proposed additions to the atomic energy program may increase 
the amount of required power expansion still further. 

The program for 1952 alone calls for the addition of 9,000,000 kilowatts to 
the Nation’s electric power generating capacity, but slippages in production of 
the needed equipment due to shortages of materials and components have already 
cut anticipated installations to 7,000,000 kilowatts this year. Despite the cur- 
rent expansion of facilities for the production of electric power generating equip- 
ment, no significant increase in the 1953 program is possible because of limited 
power equipment manufacturing capacity. The existence of these limitations, 
coupled with continuation of shortages in certain of the basic materials for power 
equipment manufacture and electric utility field construction, call for the exer- 
cise of the priorities and allocation authority to assure not only that adequate 
materials are made available for the total feasible program, but also that equip- 
ment and materials are channeled, through scheduling, to those areas where 
they are needed most to overcome present or threatened power shortages. Even 
with the full exercise of such controls by the defense agencies concerned, stil! 
we shal] fall short of the attainment of the minimum required power expansion 
in 1952, and we shal] be fortunate indeed if we actain the increment of electric 
power capacity originally planned for 1953 before adding the 1952 deficiency 


SOLID FUELS (DEFENSE SOLID FUELS ADMINISTRATION) 


A dramatic demonstration of the imperative need for underwriting a con- 
tinued flow of critical materials to an essential defense industry, through the 
exercise of the priorities and allocation powers provided by the Defense Produc- 
tion Act, is furnished by the coke industry. The preduction facilities of this 
industry must be expanded roughly in proportion to the expansion of the steel 
industry, since the need for coke rises in concert with the output of steel. 

As of December 31, 1951, the capacity of byproduct coke ovens then in opera- 
tion was 75,100,000 tons. To attain the defense mobilization expansion goal of 
84 million tons of byproduct coke capacity by the end of 1953 new oven capacity 
of 9 million tons must be provided, plus 6 million tons of reconstruction, or a total 
of about 15 million tons. 

As of the end of 1953 the rated capacity of byproduct coke ovens can reasonably 
be expected to be 80,260,000 tons. This will be 3,740,000 tons short of the expane 
sion goal set. by the Defense Production Administration. 

The coke oven construction program can be achieved only if the large quantities 
of controlled materials required for new construction are received on schedule. 
The continuation of the controlled materials plan is the only feasible method of 
assuring that the coke oven construetion program will be completed on schedule. 

The expansion of coke oven capacity has created a need for increased tonnages 
of metallurgical coal to make coke, which, in turn, requires a steady flow of 
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controlled materials for essential metallurgical coal expansion projects. This 
need, has been amplified by the heavier demands for coal preparation plants to 
elean and wash the coal which have arisen as the result of the increase in mecha- 
nized mining in which impurities are not removed as the coal is mined. 

In addition to providing the means of assuring that the material requirements 
of the coal and coke industries are met on time, the Defense Production Act also 
provides the authority which is essential to cope with shortages of these fuels 
which may arise. The authority provided in this act to direct shipments of coal 
and coke to the areas and industries where they are most urgently needed is a 
vital safeguard to minimize the impact of coal and coke shortages on other critical 
defense mobilization goals. 





PETROLEUM AND GAS (PETROLEUM ADMINISTRATION FOR DEFENSE) 


The program developed by the Petroleum Administration for Defense involves 
expansion of all types of facilities on a world-wide basis necessary to the produc- 
tion, refining, transportation and distribution of petroleum, gas, and their products. 
In many instances the carrying out of the program will deviate from the normal 
desire of operators under normal competitive conditions. This deviation will be 
in the magnitude of the program, in the emphasis which is supplied particular 
branches of the industry, and in the location of facilities. 

The Defense Production Act provides the mechanism by which the quantities 
of materials necessary to carry out this program can be made available and 
channeled to the industry. It further provides the mechanism by which dis- 
tribution within the industry can be effected so that materials are sent to points 
of maximum efficient use consistent with an over-all balance supply program. In 
the absence of the Defense Production Act, there could be assurance neither as to 
over-all quantities made available to industry nor as to the distribution within 
industry of those quantities so as to assure maximum efficient use of the materials 
consistent with a world-wide program, 

Turning to the problem of making available adequate petroleum products, 
when and where needed, it is obvious that the Defense Production Act continues 
to be necessary. This, there is in effect under the act a regulation relating to the 
issuance of directives which provides means for meeting immediate shortages of 
petroleum products when they are encountered by the military or defense support- 
ing industries. Under the regulation adequate quantities of Navy special fuel 
oil have been provided for the Navy, and to get these quantities manufactured, 
the powers of the Defense Production Act have been used to direct supplies of 
residual fuel oil away from ordinary accounts to the manufacture of Navy special. 
The regulation has, moreover, been used in assuring continuing gas supplies to 
military establishments and industries engaged directly in manufacturing military 
products. The Defense Production Act powers have been utilized to meet the 
recent east coast heating oil problem, providing mechanisms through which 
additional supplies under a voluntary agreement could be brought to the east 
coast and there channeled through allocation powers to consumers who otherwise 
would be short. Similarly, these powers have been used to forestall increased 
demand for gas until such time as added transmission facilities can be completed. 

From February 1951 to April 1, 1952, when improvement in the supply of 
lead and other factors made it possible to suspend those provisions of PAD 
Order No. 1 restricting the use of tetraethyl lead fluid in automotive gasoline, 
the shortage of tetraethy! lead was met by this equitable distribution mechanism 
under the Defense Production Act. The same mechanism was directly utilized 
in building up a strategic reserve of tetraethyl lead against military necessity. 
If a reversal of the presently favorable lead supply situation should occur, or if 
further increases in or redistribution of the strategic reserve should be ealled for, 
the exercise of Defense Production Act powers in a similar fasbion might again 
become necessary. 

Ever since October 1951, increased quantities of aviation gasoline have been 
made available by utilization of Defense Production Act powers in the channeling 
of various base stocks, otherwise going to commercial uses, into aviation gasoline 


manufacture. Also, en increase in the lead content of commercial aviation gaso- 


line, brought about through use of Defense Production Act powers has, in an 
important part, contributed to offsetting the loss of production of aviation gasoline 
deriving from a shutdown of the Abadan refinery in Iran. 

Actions taken under the powers provided by the Defense Production Act have 
minimized the effect of recent shortages of petroleum products, and notably 
aviation gasoline, arising from the strikes in the petroleum industry now in the 
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process of settlement and termination. The orders which have been issuec 
designed to conserve limited aviation gasoline supplies for military and essentia! 
civilian uses and to assure equitable distribution, will have to remain in effec: 
to the point where stocks are rebuilt, permitting resumption of operation of th 
industry’s normal mechanisms for the channeling of supplies to consumer: 
Although the current situation is a temporary one resulting from transitory causes 
it demonstrates the necessity in this period of defense mobilization of adequat: 
powers to meet quickly and equitably unanticipated shortage conditions ji; 
products so vital to the defense program. 

In substance, the priorities and allocation powers, both as to materials required 
by the industry and products produced in the industry, remain necessary to 
offset the adverse affects of shortages, to increase facilities against additiona 
requirements and to channel materiais of all kinds to most efficient uses in thy 
defense program. The powers properly employed result in equitable distribution 
to all classes, large and small, and eliminate the necessarily restrictive consequences 
which would result from unregulated distribution of materials. 

The Defense Production Act also provides aids to financing which have been 
called upon in specialized instances to assure needed facilities for defense produc- 
tion. In petroleum and gas industries, these monetary inducements have not 
been of great use generally since the industries have been willing to undertake 
expansion with their own or privately borrowed funds so long as accelerated 
amortization was available. However, in special matters such as increasing alky|- 
ate capacity, the financial aids of the act have been and will continue to be of 
significant importance. Among those matters in which this type of financing 
may be used is the furtherance of redistribution of the strategic reserve of tetra- 
ethyl lead mentioned above. 


FISHERY COMMODITIES (DEFENSE FISHERIES ADMINISTRATION) 


The production of food in adequate quantities is recognized as being essential 
in the current defense effort. Fishery products, with annual harvest of between 
4.4 and 4.9 billion pounds, contribute substantially to the total food supply of 
the Nation. It is obviously very important, therefore, that our commercial 
fisheries obtain the controlled materials, equipment, and fabricated parts neces- 
sary to maintain or increase production commensurate with the Nation’s require- 
ments for military and civilian feeding. 

The necessity for continuing the priority features of the Defense Production 
Act is well illustrated by several recent examples where important fish production 
would have been lost but for the exercise of powers under the Defense Production 
Act. For instance, during the past few months the Defense Fisheries Administra- 
tion arranged for the timely delivery of controlled and other materials which 
enabled the Alaska salmon industry to maintain and complete its schedule for 
powering the Bristol Bay gill net fleet, a project which involved the coversion from 
sail to power of more than 600 craft and the replacement of probably up to 400 
additional sailing craft by new and powered units. This action preserved the 
continuity of production of the gill-net fishing fleets which contribute so substan- 
tially to Alaska’s annual average production of 4.5 million cases of canned salmon. 
Similarly, serious work stoppages and the threatened loss of highly essential fish 
meals, oils, and solubles were averted by DFA’s timely priority assistance in the 
procurement of such key operating supplies as sulfuric acid, steam dryers, and high 
allov metals, thus assuring the Nation’s livestock and poultry producers of the 
feeds so essential to their protein food production operations. Also, construction 
materials allotted to various segments of the fishery industry have made possible 
the operation of plants and fleets with a minimum loss of operating time. 

In an industry normally characterized by an unusually high degree of natural 
operating hazards, lost production time resulting from material shortages has been 
kept to a minimum as a result of the exercise of the priority provisions contained 
in the Defense Production Act. 


METALS AND MINERALS (DEFENSE MINERALS EXPLORATION ADMINISTRATION) 


The efforts of the mining industry since the beginning of World War II have 
been directed to the production and the expansion of production of minerals and 
metals to the detriment of exploration for new reserves. The economic situation 
has been very unfavorable to exploration operations, with the result that the 
Nation’s ore reserves have been much depleted. The present emergency made 
it vital that work should be carried on for the discovery of further reserves of 
strategic and critical metals and minerals. 
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The exploration program of Defense Minerals Exploration Administration is 
being carried out for the purpose of promoting and aiding in the discovery and 
related development of such new reserves. The work is limited to those minerals 
which are historically in short supply, especially during periods of expanding 
production, and the program is wholly dependent upon funds made available by 
the Defense Production Act. 

This program is necessarily a long-range one, because the exploration work 
itself takes time, and must be followed by opertions for development and pro- 
duction. It is a program that cannot be stopped and started at will with any 
expectation of success, The mining industry must have reasonable assurance of 
a continuing program over a period of vears if satisfactory results are to be achieved, 

Exploration work is now being conducted on some 236 projects. Of these 
projects now being prosecuted, many will require extensions of time and additional 
aid to be brought to completion. In addition to the projects actually being prose- 
cuted, some 377 applications for exploration project contracts are pending in 
D MEA in various stages of processing. Although, of course, many of these will 
not result in contracts, yet much of the work that is being done on them would be 
wasted and many favorable projects not begun if the borrowing authorty pro- 
vided in the Defense Production Act should cease to be available. It is anticipated 
that some 95 additional applications will have been filed by June 30, 1952, and 
that approximately 900 new applications will be filed in the next fiscal year. 

The exploration program is really just becoming well-established and its results 
becoming known. Nine certifications of discovery have been made, and progress 
in other projects gives assurance that many other certifications of discovery will 
be made if the work is continued. 

The existence of adequate ‘‘borrowing authority’? under the Defense Produc- 
tion Act is important not only to the exploration program for strategic and critical 
metals and minerals, but also to the success of programs for the construction of 
certain additional facilities in the petroleum and solid fuels industries. A careful 
reappraisal of the estimated defense needs‘in this regard has been made and data 
have been submitted to the Defense Production Administration. 

I have attempted by way of emphasis to recall to the members of the committee 
the fundamental importance to the whole defense effort of the programs under the 
Department of the Interior and the essentiality of a continuation of the Defense 
Production Act. I strongly recommend that the committee give favorable con- 
sideration to the bill, H. R. 6546. 

Sincerely yours, 
Oscar L. CHAPMAN, 
Secretary of the Interior. 


DEFENSE TRANSPORT ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR 
Washington, May 20, 1952. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currencu, 
House of Representatives, Washington, D. C. 

Dear Mr. Spence: In connection with the measure pending before your 
committee proposing to amend and extend the Defense Production Act of 1950, as 
amended .(H. R. 6546), I should be pleased to have your committee consider 
certain problems which lie within the area of responsibility of the Defense Trans- 
port Administration, as a delegate under the act, with respect to domestic trans- 
portation, storage. and port facilities in the United States and in its Territories and 
possessions. 

In October, 1950, following a careful study of the domestic freight car situation, 
DTA recommended to the National Production Authority a program for the 
construction of 10,000 freight cars per month for each of the 30 months, January 1, 
1951, to July 1, 1953. This production, it was contemplated, would take care of 
anticipated retirements and permit of an increase of 125,000 cars in the size of the 
freight car fleet. It was a goal intended to bring freight car ownership up to a point 
where the national fleet could resonably meet the needs of national defense. 

In 1951, the number of domestic freight cars actually produced was 84,218, or 
35,782 cars less than the figure recommended by the DTA program. Allocations 
of controlled materials for the production of freight cars during the first 9 months 
of 1952 indicate the actual production will be not more than 62,000 cars, or 28,000 
cars less than the program goal. The total slippage for the 21 months would be 
63,782 cars. To attempt to make up this slippage and attain the goal of 300,000 
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ears by July 1, 1953, would call for the production during the last 9 months of the 
program period of 148,782 cars, or about 16,500 cars per month. Having regard 
to all factors involved, we do not believe such production feasible. Such softening 
in the demand for steel products as now appears is not in the classes of produc: 
which are required for the production of freight cars, namely, plates and struc- 
turals, which will probably be in short supply for the full defense production period 

The Defense Production Administration on April 15, 1952, approved a freight 
“ar expansion goal to provide 436,000 freight cars by July 1, 1954. This goal was 
the result of an extensive study of railroad transportation needs by Defense 
Production Administration and Defense Transport Administration. Included in 
the goal are all United States railroad cars built since January 1, 1950. Out of 
the 436,000 car goal approved, 140,000 cars were built up to January 1, 1952, 
and 296,000 remain to be built by July 1, 1954. The goal does not include any 
vars for export, cars procured by the Department of Defense and the Atomic 
Energy Commission, or cars to be used by various industries within their own 
plants. In order to attain this goal, DTA has recommended that commencing 
October 1, 1952, over-all domestie freight car production, which ineludes tank 
cars, refrigerator cars, and cars for class I, IH, III, and switching lines, and other 
miscellaneous types of equipment for all railroads, should be at about 11,000 cars 
per month for the 2l-month period to July 1, 1954. Our estimate includes 
174,500 replacements, 75,000 cars to reduce car shortages to a reasonable leve! 
and the remaining 47,000 to take care of additional or new freight traffic. Men- 
tion should also be made of DTA programs for the construetion of rail locomotives 
and passenger train cars which will run into the next fiseal year. 

Another program which is sponsored by DTA as a claimant agency relates to 
the construction of dry bulk freight carriers for service on the Great Lakes. This 
program which is so intimately tied in with the movement of iron ore on the Lakes 
is running behind schedule, due principally to manpower shortages. Our best 
estimate is that five of these carriers will be inservice prior to July 1, 1952, seven 
more (including one conversion job) during the balance of the 1952 navigation 
season, and the remaining six during 1953. The program is one that requires 
continuous attention to its needs for materials and manpower. 

In the inland-water transport field, exeluding the Great Lakes DPA has 
recently (May 14, 1952) approved an expansion goal of 3,923 new vessels of all 
types. It ineludes all vessels acquired since January 1950 and vessels to be 
acquired or on which construction is to start by December 31, 1953. The goal 
includes cargo and passenger vessels, car ferries, tankers, towboats, tugboats, 
dry- and liquid-cargo barges, lighters, scows, railroad-car floats, general ferries, 
work boats, derrick boats, and other special equipment, both self-propelled and 
non-self-propelled. 

In other areas subject to DTA jurisdiction—namely, street and highway trans- 
port, warehousing and storage, and port facilities—we have sponsored important 
programs for keeping the various industries abreast of the needs of the defense 
program. Their requirements for materials, equipment, and supplies, and their 
manpower problems, are so associated with the attainment of the objectives of the 
Defense Production Act, as amended, that it is quite necessary that adequate 
claimant representation on their behalf be continued during the period necessary 
to attain those objectives. 

With respect to the exereise of DTA’s allocation and priority authority under 
the act, it has been necessary for this agency to institute certain measures and 
controls and to undertake advance planning to meet greater steps in the mobiliza- 
tion effort. In the railroad transport field, it has been necessary for DTA, through 
the cooperation of the Interstate Commerce Commission, to exercise definite 
controls in the fields of traffie movement and conservation, particularly in connec- 
tion with the Nation-wide shortage of freight cars. In the street and highway 
field, supervision over the carriers is also maintained through cooperation with the 
Commission. This is also true in the inland water transport and port facilities 
fields. The field activity connected with this work is largely paid for out of DTA 
funds. In the field of port utilization, it has been necessary for DTA to control 
the movement of grain to storage facilities in port terminal areas in order to avoid 
congestion and to assure the movement of essential foreign shipments of these 
materials. In all of the areas subject to DTA jurisdiction, it has been necessary 
from time to time for DTA to solve temporary problems of congestion arising 
from, or aggravated by, defense mobilization, through measures calling for the 
voluntary cooperation of operators and shippers. Also, in all of these areas, it 
has been necessary for DTA to actively assist other mobilization agencies in con- 
nection with such programs for the financial assistance for industry expansion as 





of the 
‘gard 
nit g 
lucts 
truc- 
riod 
‘ight 
Was 
ense 
“d in 
It of 
952. 
any 
Mme 
OW) 
ting 
ank 
ther 
Cars 
des 
vel 
en- 
Ves 


Kes 
est 
en 
On 
res 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 793 


the tax amortization program and defense loans program; also to assist in the 
scrap recovery program. All of the above activi ies will have to be continued 
during the period of temporary mobilization. In some fields, as the traffic impact 
of the defense production program increases, more direct controls will be necessary. 
For illustration, the demand for Great Lakes transportation of dry bulk cargo in 
1952 is estimated to be from 3 to 5 million tons in excess of available vessel capac- 
ity. Should the actual movement develop in line with the estimates, it will be 
necessary for DTA to exercise some form of allocation or priority control to assure 
the movement of iron ore in proper volume to the steel mills. 

In the foregoing paragraphs I have set forth briefly the nature and manner of 
exercise of the claimant and control functions now being performed by the De- 
fense Transport Administration, and indicated the need for their continuance 
during the period of defense mobilization. I should, of course, be pleased to 
submit to the committee such further information as it might desire in connection 
with DTA programs or activities. 

Very truly yours, 
James K. Knupson, Administrator. 


DereNsE PRopUCTION ADMINISTRATION, 
OFFICE OF ADMINISTRATOR, 
Washington, April 16, 1952. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

Dear Mr. CuatrMAn: In connection with your committee’s consideration of 
the bill to extend the Defense Production Act, I beg to submit our comments on 
the amendment proposed by Mr. Ramsay in H. R. 6848. We believe that the 
proposed amendment could seriously hinder our defense production program 
and that the problem to which it is addressed may be dealt with more effectively 
by other means. 

This bill would in effect limit, to 50 percent of the average 1947-49 level, the 
importation of all articles and products containing raw materials subject to 
United States allocation or priority controls whenever such limitation was re- 
quested by a substantial portion of domestie producers, unless the Secretary of 
Defense certified that a higher level was essential for defense purposes. The bill 
is no doubt intended to protect the civilian markets of doméstic producers whose 
output has been curtailed by production and distribution controls, but it makes 
no provision for establishing that those markets have actually been injured either 
by allocation and priority controls or by foreign imports of similar products. 
There is, of course, no necessary connection between the allocation of materials 
and the need for protective import controls. 

Because steel, copper, and aluminum are under allocation, the amendment would 
apply to virtually all domesticaliy manufactured products. Many thousands of 
such products have military or defense supporting uses, or both, and exhaustive 
surveys of the supplies of such items would be necessary in order to make the 
certifications required. This heavy administrative burden would be in addition 
to that necessary to institute and carry out a complicated svstem of quantitative 
import controls. 

Perhaps the most direct threat to defense production which could result from 
the proposed amendment is the likelihood that foreign nations would be less 
inclined to supply us with vital raw materials if other imports into the United 
States were substantially limited. The valuabie cooperation of such countries 
now being achieved might well be lost through arbitrary import restrictions. 
There is, of course, no question of the importance to our defense production 
program of an uninterrupted flow of foreign materials into this country. 

It is likely, too, that the proposed curtailment of imports would result only in a 
diversion of the prohibited imports to other markets. In that event the amend- 
ment would have no beneficial effect on world supplies of critical materials but 
would nevertheless diminish the capacity of those countries to finance their own 
armament programs by reducing their dollar balances. This could result in an 
additional drain on United States resources. ‘ 

There is no question but that comparable limitations by the various nations 
on the end use of critical materials is a desirable objective and would serve the 
purposes of H. R. 6843. Considerable progress has been made in this direction 
through voluntary action and the number of items subject to production controls 
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in the United States which are not subject to foreign regulation has steadily 
declined with a resultant saving to the world supply of materials. : 

It is believed that continued international cooperation in the applicaticn of 
controls together with the increasing availabilities of materials in the United 
States can provide relief for the relatively few problem areas. In any event, it 
would be a mistake to attempt to handle the problem by the imposition of a 
complicated and damaging system of import controls. 

The urgency of this matter precluded consultation with the Bureau of the 
Budget to determine the relationship of this legislation to the program of the 
President. 

Sincerely yours, 
MANLY FLEISCHMANN, Administrator, 


Mutua Security AGENcy, 
Washington, D. C., May 17, 1952. 
Hon. BRENT SpENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. Spence: It is the opinion of the Mutual Security Agency that 
passage of the Ramsay bill, H. R. 6843, would have most serious effects on the 
entire NATO program and it is for this reason that we wish to make our views 
known to you and to vour committee, 

This bill would, merely upon request by a substantial portion of the domestic 
producers thereof, require the limitation of imports of products containing any 
raw material subject to United States priorities or allocations to one-half of the 
average annual 1947-49 volume. This import cut-back would become effective 
in the absence of a determination by the Secretary of Defense “that the American 
production of such article or product is insufficient to supply the essential defense 
needs therefor.” 

It is our view that the proposed legislation would have repercussions far beyond 
its ostensible purpose of protecting a few domestic producers from unfair foreign 
competition, and would be contrary to the best interests of the people of this 
country as a whole. As you know, the achievement and maintenance of the 
present level of defense effort by the NATO countries requires a minimum level 
of imports from the dollar area, especially from the United States. These imports 
are to be financed by defense support aid furnished by the United States and by 
dollar earnings accruing to the NATO countries from their exporis. In this 
latter connection, it was assumed that Western Europe would earn $2.1 billion 
from exports to the United States in 1952-53. The bill eould result in reducing 
these earnings by as much as $561 million for the same period——an amount equal 
to more than 30 percent of Western Europe’s exports to the United States in 1951 
(see attachment A). This staggering reduction in projected dollar earnings would 
give the European NATO countries and the United States a choice of two un- 
desirable alternative courses of action; to wit, a smaller NATO defense effort or 
increased defense support aid from the United States. Since the present NATO 
defense program is already at the minimum consistent with military security, 8 
reduction in this program would raise serious questions with respect to the ability 
of the free world to defend itself against aggression. On the other hand, the 
granting of additional aid to fill the gap created by the proposed legisiation would 
in effect be placing an unnecessary burden on the taxpayers of the United States. 

It is in the light of these considerations that we desire to register our opposition 
to the proposed legislation although we are not unappreciative of the concern of 
those firms in the United States when they believe their foreign competitors are 
able to manufacture and ship items that American firms cannot produce in un- 
limited quantities. However, we wish to point out that in the few cases which 
have come to our attention during the past year, we have found almost without 
exception that the claims were either groundless or that steps were already being 
taken in the foreign country to reduce the use of strategic materials for its export 
items. Complaints have been made, for example, about the use of cobalt in 
loud-speakers and nickel in safety pins. We have traced these carefully and 
found in the first case that the advertised availabilities from France just did not 
exist and in the second case, inventories were being shipped here, but that pro- 
hibitions in the use of nickel for safety pins were already in effect in the country 
of origin—the United Kingdom, 

Europe, which is the source of most of the competitive items, has, like the 
United States, been devoting more and more of her strategic materials to the 
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defense effort. Some people have assumed that Western European countries 
have no controls on scarce materials and are making no efforts, comparable to 
efforts being made in the United States, to conserve strategie and important 
scarce materials for essential purposes. In fact, however, European countries 
have taken important steps to conserve scarce materials and in certain areas 
their controls are even more restrictive than are those in effect in the United 
States on comparable commodities. 

Europe has progressed steadily from its early reliance upon iaformal] and 
indirect controls (i. e., government-industry agreements, procurement and allo- 
cation through trade associations, import and export licensing, contro] of foreign 
exchange, ete.) to controls quite closely approximating United States controls 
over scarce materials, but patterned to their individual needs. A summary of 
the present European controls on scarce material: is furnished in attachment B. 

The Organization for European Economic Cooperation has established a 
common list of prohibited end-uses for copper which is as comprehensive as that 
of the United States. It bas been generally adopted by the European countries 
and, in some instances (Norway, The Netherlands, and Germany), even more 
restrictive controls have been established. End-use restrictions on the use of 
zine and nickel, conforming generally to United States restrictions, bave been 
circulated vo the member countries by OEEC for universal] adoption, but many 
individual countries already have established extensive restrictions on the use of 
these and other scarce materials. 

A number of the European countrics bave priorities svstems for defense orders 
in effect, or the necessary Jegislation to establish priority procedures for defense 
orders. Seven of the NATO countries bave agreed to provide preferential treat- 
ment,to defense production for other NATO countries and in March the United 
Kingdom established a super priority system for certain portions of their armament 
program (aircraft, aircraft ammunition, radar, tanks, and segments of the anti- 
mine program). 

Since the effect of this legislation could be to foreclose the United States market 
to an important part of Western European industry, this would undoubtedly 
create a situation in which many of these industries would find it necessary, in 
order to maintain earnings, to seek markets in other areas, including iron curtain 
countries which have recently been making strenuous efforts to increase the volume 
of their trade with the Western World. The conclusion appears inescapable that, 
under the conditions which this legislation could create, such efforts on the part 
of the Soviet bloc would be more successful than have thus far been the case. 

There is no assurance that the proposed legislation will relieve domestic un- 
employment since it will not of itself provide the increased quantities of raw 
materials necessary to expand production and employment. Instead, the con- 
sequences of this legislation would be to deprive United States consumers of 
products which they would otherwise buy, and to deprive United States industries 
of markets in foreign countries, which, with curtailed dollar earnings, will be 
foreed to reduce correspondingly their purchases from the United States. 

The proposed legislation appears to be most inequitable. United States 
industries which thereby may obtain relief from imports are not required to 
establish in any way the fact that they are being injured by such imports. More- 
over, it is not required that United States restrictions through priorities or alloca- 
tions shall bear any quantitative comparability to the restrictions that could, 
under the legislation, be applied to imports. For example, United States alloca- 
tions could be and have been issued which are in excess of 100 percent of the 
volume utilized by the industries in question during the base period. Neverthe- 
less, this is an allocation which imposes restrictions on the amount which may be 
produced domestically and thus such an industry would be eligible to petition for 
limitation of imports to 50 percent of the 1947-49 volume. Further, the product 
in question would have to contain only the most minute quantity of a material 
subject to priorities or allocations in order to make it subject to these special 
import restrictions. 

In summary, we are convinced the proposed legislation would impair seriously 
the NATO program. We are further convinced that the problem, where it has 
a genuine base, is being resolved by our own and mutual action of our allies. 
Where difficulties may still remain these ean be handled within the present 
authority of the defense agencies. We strongly urge, therefore, that this bill 
not be reported favorably. 

Sincerely yours, 
W. Joun KENNEY, 
Deputy Director for Mutual Security. 
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{Attachment \ 


Effects on United States imports from Western Europe of proposed amendments | 
the Defense Production Act (H. R. 6843 and S. 2791, 82d Cong.) providing for t) 
limitation of certain United States imports 





| 
Commodity imported from Western Europe | 


to which the amendments might apply 


Component material subject to 
allocation or priority controls 


{Value imported fro; 


| 


Western Euroy» 
1947-49 | 


Average | 1951 





Iron and steel semimanufactures including | 


steel mill products but excluding pig iron | 


and scrap. 
Machinery and vehicles 
Clocks, watches, and parts._...............- 


Paper base stocks, including woodpulp. - - —_! 


Synthetic fibers and manufactures 

Meat and meat products-___......-..--..---- 
Fish and fish products including shellfish __- 
Iron and stee] advanced manufactures 
Glass and products 

Leather manufactures.- 


Paper, related products, and manufactures | 


including newsprint. 
Musical instruments, parts and accessories 
Photographic and projection goods_._____- 
Books, maps, pictures, and other printed 

matter. 
Leather 
Chinaware. 


OMP matorigie coo. is8k eke 


sae do 


Sulfur and chlorine 

Sulfur 

Tinplate for food canning. ___- 
Tinplate for food canning 

CMP materials 

Cobalt and sodium selenite 


Vegetable tanning materials and CM P| 


materials. 
Sulfur and chlorine 


CMP materials... 


ee!” REN Re ey Sei 8. 
Sulfur and chlorine 


Vegetable tanning materials 
Cobalt and sodium selenite 


Mil. dols. 


Mil. dols 
14.3 DF 


Oe RON Om 


Scientific and professional “instruments, CMP materials 
appliances, and supplies. 


Toys, athletic and sporting goods plastic chemicals, 


CMP materials, 
| paint raw materials. | 
CMP raat 552s asses 


Firearms and parts - - 


NS ESE ILL GOL, TLE A A WAN ALS NPS 
Adjustment to 1951 prices 


Total in 1951 prices -__- 
Half of United States imports in 1947-49 at 
1951 prices. 


Difference _ _.- - 





1 Source: U.S. Bureau of {the C Census Foreign Trade Division. 
2 Increased + pe reent for price rise 1947-49 average to 1951. 


[Attachment B} 


AGENCY, 
May 19852. 


MATERIALS 


Murua. Security 


EUROPEAN CONTROLS ON SCARCE 
GENERAL STATEMENT 


1. ODM Document 6 of May 25, 1951, gives the basis for the United States 
interest in the development of adequate European controls over scarce mate- 
rials. This document, which sets forth “specific guides to the allocation of 
resources which are to be devoted by the United States to foreign needs’’ states 
in part that ‘Allocations by the United States form part of wider give-and- 
take among the free nations. Among the countries sharing in such allocations 
the principles of self-help, mutual aid, and similarly effective application of 
internal policies governing the allocation and use of scarce mterials should prevail.” 

2. Progress has been made in controls over scarce materials: 

Twenty-eight countries, including NATO members, participate in the 
International Materials Conference which bas made considerable progres 
in equitably distributing the world supply of scarce materials and in recom- 
mending measures for conserving such materials. 

(b) Europe has generally adopted the OKEC common list of end-use pro 
hibitions in the use of copper, which parallels the United States list of pro 
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hibited uses (some countries have gone further than the United States, 
e. g., Norway, Netherlands, Germany) and similar OEEC lists of end-use 
prohibitions on zine and nickel are now being circulated prior to general 
adoption. 

(c) Seven NATO members (five European) have indicated willingness to 
accord preferential or DO treatment for armament orders from other NATO 
members: Belgium, Canada, Denmark, Luxembourg, Netherlands, Nor- 
way, and the United States. Certain countries have also begun to set up 
a DO system for themselves. The United States is encouraging further 
progress in these developments. 

3. As offshore procurement and armament production increase substantial 
further action is required on the application of internal control measures and the 
development of administrative organizations and procedures to make the meas- 
sures effective. ‘ 

4. The following considerations should be noted in reviewing the scope and 
charaeter of European controls: 

(a) Since maximum European strength depends not only on the production 
of armament but also upon the underlying economic strength of the economy, 
searce materials must be guided towara total strength in this inclusive sense. 

(b) Since the United States has a much higher normal level of production 
of durable consumer goods, even after cut-backs, consumption of scarce 
materials for less essential uses is expected to remain substantially higher 
than in Europe. 

(c) The tremendous importance of maintaining high levels of European 
commercial exports to pay for essential imports gives such exports a priority 
not far below that given to defense. 

(d) The fact that the European defense production program is at a less 
advanced stage than in the United States (which means that controls similar 
to those in the United States would in some cases cause dislocation if intro- 
duced before they were required) and also the fact that the Europeans are 
modeling some of their controls (e. g., the OEEC list of end-use prohibitions 
of copper) on those in the United States tends in part to explain the time 
lag between the imposition of United States and European controls. 

(e) The traditional European dependence on informal and indirect con- 
trols is a factor in explaining differences between their control systems and 
that of the United States. Examples are: the use of informal Government- 
industry agreements, the delegation to trade associations (such as the group- 
ments in France) of procurement and allocation functions, the indirect control 
of industry through the rationing of electricity, the relationship between 
government and nationalized industries, import (and indirectly end use and 
allocation) control through import licensing and the Government allocation 
of necessary foreign exchange to finance imports, export licensing and its 
use partially or wholly to prohibit certain exports and thus conserve them 
for internal use. These are customary and previously used, but informal and 
indirect, control measures which supplement the more direct, physical con- 
trols such as the OKEC common lists of end-use prohibitions parallel to 

those in the United States. 


EUROPEAN CONTROLS ON ScarcE MaATEeRIALS—By CouNntTRY 
AUSTRIA 


Direct controls —Including end-use prohibitions and/or allocations over: lead 
(including serap), copper (including scrap), zine scrap, tin scrap, steel scrap, cast- 
iron scrap, rawhides and skins, sulfur, coal, mineral oil. 

Administered by.—(a) A Government economic board and (b) Raw Materials 
Control Commission. 

Legal basis.—Flexible, expandible if needed. Further restrictions expected 
January 1952 on nickel, zine, and tin. 

Informal or indirect—Rolled Steel Control Office allocates rolled steel (includ- 
ing imports) based on previous year’s consumption. 


Controls by commodities 
Coail,—Priorities assured to steel industry. Railroads restricted to briquettes. 
Copper.—OEEC end-use prohibition list (compared to United States restric- 

tions) in effect. Copper available only against orders issued by Government to 

claimant agencies which distribute to private industry and Government services. 
Lead.— Restrictions identical with copper. 
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Nonferrous metals scrap.—Only plants with Government authorization may 
receive. 

Steel scrap.—knd users require authorization. Collecting points must. offer 
monthly to authorized dealers. Monthly reports of supplies required. —Insignifi- 
cant leakage into unauthorized channels or black-market pricing. 

Su'fur.—Imports must be: (a) reported, (b) sold only to those with “supply 
orders,” issued by Government. 


BELGIUM-LUXEMBURG 


Direct controls.—Including export controls and end-use prohibitions for: sulfur 
pulp, paper, timber, copper, zine, tin plate, and nickel. OEEC copper common 
list of end-use prohibitions in effect. Production controls over zine expected 
shortly. : 

Informal controls.—Fact that Belgium-Luxemburg does not purchase any 
critical materials in bulk prevents using this mechanism to control allocation o1 
end uses. Informal allocation via industry or trade association often used b) 
Government on short supply items like sulfur, iron, and steel. 

Preferential treatment for defense orders.—By other NATO countries provided 
by Belgium Government. 

Government Control Commiitee.—-At high level to deal with distribution of short 
supply materials if existing arrangements prove ineffective. 

Export contruls.—Type A (a declaration system, small number of products 
and type B (export license system). Export prohibited of: iron, copper, lead, 
zine, and aluminum serap. Also nickel, aluminum, sulfur and asbestos (in crud 
state), carbon black and raw cotton. 


Controls by commodities 


Coal.—No end use or allocation control. 

Copper.—End-use prohibitions list which broadly corresponds to the OEEC 
common list. 

Su/fur.— Allocated to essential sectors by agreement with trade associations 
Imports subject to strict controls August 25, 1951, according to purpose for 
which import license granted and must be reported within 48 hours of arrival. 

Timber.—Voluntary economies have reduced consumption for building and 
packaging by 35 percent eompared to prewar levels. 

Tin plate-—Importers must sign declaration that use will be in conformity to 
regulations in effect in United States. 


DENMARK 


Direct controls.—Of United States type instituted June 1951 on a number of 
critical materials in short supply, including: copper, zine, nickel, cadmium, and 
aluminum. <A long list of end-use prohibitions (not as extensive, however, as 
United States list) in effect. 

Imports of short supply metals, including alloys and serap, require Ministry of 
Commerce authorization for sale, deliverv, or use. 

Solid fuels severely rationed August 20, 1951. Heating-purpose fuels cut 20 
percent compared with 1950-51. Larger cuts anticipated. 

Informal controls.—Such as the tin-plate pool, cotton pool, plasties pool 
Allocations of imports of these commodities handled through a ‘‘central agent” 
who insures end uses stipulated on import licenses. For other commodities leading 
firms may import for the entire industry. 

Semifabricated metals not on free list controlled via import licenses, 

Export controls.—For two commodity groups: (1) War materials and strategic 
commodities, and (2) nonstrategic commodities. Total export prohibition of 
short-supply items considered essential for economy. 


Controls by commodities (in addition to those above) 
y 


Nonferrous metals (including copper, nickel, zinc, cadmium, and aluminum.)— 
Imports require Government authorization for use, sale and delivery. Rolling 
and drawing any nonferrous metal requires Government authorization. OEEC 
copper common list of end-use prohibitions in effect. 

Pulp, paper, and timber.—Credit restrictions on building loans conserve timber. 
Purchase of sawn softwood requires Government permit. 

Tin plate.—Central purchasing agent allocates imports and regulations in effect 
insure cans for exported goods. 
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FRANCE 


Background.—A 1943 law enacted when France occupied is still the legal basis 
for regulations on critical materials conservation. 

Direct controls.—In early 1951 regulations based on 1943 law reinstituted broad 
control authority over following industries: (1) chemical, (2) mechanical and elec- 
trical, (3) iron and steel, (4) textile and miscellaneous (hides, skins, paper). This 
authority sparingly used, however. Nonessential uses prohibited of copper in 
May 1951 and of nickel in August 1951. 

Other regulations added to 1943 legislation cover: (1) Atomic energy materials, 
(2) material for military purposes, (3) exports of strategic materials forbidden or 
restricted since June, 1949, (4) export licenses reintroduced for iron and steel 
products, sulfuric acid, paper, pulp, and other goods in March 1951. 

Informal and/or indirect controls.—By trade associations. Government usually 
well informed of decisions taken by groupements. 
Specific controls by commodities 

Cadmium.—Groupement control with first priority to defense industries. 

Chemicals.— Distribution control authority under Ministry of Industry and 
Energy. Import duties lifted and export licenses reestablished for sulfuric acid 
and other basic chemicals. 

Coal.— Deliveries may not exceed previous level. Restrictions on deliveries to 
private consumers for winter 1951. 

Coke.—Many consumers restricted to 75 percent of 1949-50 level. 

Copper.— Monthly groupement report of stocks to Government. Distribution 
to processors under control since 1940. End-use prohibitions on over 500 items 
expected to reduce civilian consumption by 5,000 tons—é5 percent of current 
consumption. 

Cotton.—Groupement control gives first priority to largest textile manu- 
facturers. 

Iron and steel.—-Monthly reports of stoeks and scrap deliveries. An export 
duty ef 900 franes per ton has proved too low to retain needed amounts for 
internal use. 

Molybdenum.—Groupement allocation, End-use restrictions more stringent 
than United States, e.g. cannot be used as catalyst or in paints as in United States , 
but reserved for use as alloy in steel. 

Newsprint, paper, and pulp.—Newsprint export banned and export licenses 
reintroduced for types of pulp in short supply. 

Nickel.—End-use prohibitions comparable to United States in August 1951 
and distribution put under tight control September 1951. 

Synthetic rubber.—Groupement control with some Government direction. 

Sulfur.— Distribution through Ministry of Industry and Energy (but no 
consumption restrictions on pyrites and blends). Export and import controls. 

Tin. —Groupement must report stocks to Government. 

Zinc.—Groupement distribution, including galvanized, under Government 
guidance. End-use restrictions similar to those for copper and nickel con- 
templated. 

GERMANY 


Direct controls.—Government allocations of coal and nonferrous metals to 
essential industries. End-use restrictions on copper, zine, nickel, and cobalt 
similar to United States and in some cases stricter. Distribution and inventory 
levels of these metals regulated (also manganese, tungsten, and molybdenum 
Copper end-use restrictions consistent with OEEC Council decisions. Occupation 
forces in Germany program needs on quarterly basis for which high priority is 
given. 

NATO defense orders.—Although orders not readily identifiable, Federal 
Republie assures its cooperation in an ‘‘equitable apportionment of materials and 
production in the interest of these defense orders.’’ Seven hundred and fifty 
thousand tons of crude steel quarterly shipped to countries within NATO defense 
program, 

A law published in the official Rundesanzieger of May 9, 1951, provides machin- 
ery for the issuance of comprehensive ordinances covering all phases of commercial 
and industriai operations and statistical reporting regarding solid fuels, crude oil, 
precious metals, nonferrous metals, and of products made therefrom, commercial 
and industrial goods, iron and steel scrap, to safeguard supplies and meet inter- 
national commitments and oecupation requirements. 
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Informal, indirect controls.—Through import licensing and allocation of foreigy 
exchange. The Federal Republic can channel distribution of critical materia! 
and MSA goods to essential uses. 


Specific contrals by commodities 

Coal.—Distribution and procurement of imported coal subject to approval of 
Ministry for Economies by March 22, 1951, ordinance. 

Iron and steel scrap.—Regulation versus hoarding requires monthly inventory 
reports by dealers, and offering to buyers, 

Nonferrous metals.—One regulation authorizes Economic Minister to limit 
consumption and direct delivery when necessary of copper, aluminum, lead, zine, 
antimony, and nickel. Another regulation restricts end uses of copper and copper 
alloys. Nonferrous ordinances more comprehensive than United States regula 
tions. 

Pulp, paper, and timber.— Wood for building construction reduced by 30 percent 
per unit by regulation and persuasion. 

Sulfur._-Industrial users submit monthly reports on production and sales to 
secure allocation. Reports checked for end uses, which assures utilization in 
necessary sectors. 

GREECE 


General policy.—Control pattern sporadic, to meet emergencies. Some allo 
cation. Government taking inventory of critical materials, for screening new 
procurement against available stocks. Scrap export halted except for Italian 
reparations. Shortages make Government aware of controls needed and Govern- 
ment committees created to deal with controls question. Import and export con- 
trols for pvrites and sulfur derivatives in effect. 

Indirect controls —Export licenses for nickel and cobalt issued selectively. 
Import licenses for critical materials (except for tin plate and antifriction metals) 
issued only to end users which permits channeling to more essential users and 
prevents hoarding. OEEC end-use and export restrictions on copper in effect. 


ICELAND 


Direct controls.—Cement, lumber, iron, and steel rationed. Machinery exists 
to expand controls if needed. Virtually no defense or defense-supporting industry. 
Investment controls effective over critical materials in short supply because of 
foreign exchange position. 

Indirect controls — Most capital goods subject to import and exchange controls 

Export licenses.—Required to export any Iceland product. Reexport of im- 
ported goods seldom permitted. 

IRELAND 


Direct controls.—Building permits. Since most short supply materials imported 
from United Kingdom extensive restrictions not considered necessary. 
Export controls —Numerous. 
ITALY 


Direct controls.—Nickel, copper, zine or their allovs recently prohibited in a 
wide range of commodities, with some exceptions, with heavy fines for violations 
OEEC end-use and export copper restrictions in effect. Top priorities to defense 
and defense supporting industries. 

Informal direct controls.—Unlike United States, Italian Government believes 
effective control over scarce materials can be achieved via (1) import controls 
(because of dependence on imports) and (2) restricting investment in less essential 
industries to stimulate development in “priority sectors’: sulfur, zine, lead. 
Percentage reduction cut-backs politically difficult because of unemployment and 
fact that cut-backs could not be compensated in many sectors by additional 
defense activities. 

General control program.—Government believes controls needed for following 
items of total, predominant or marginally decisive importation: copper, nickel, 
certain iron and steel products, tinplate, benzol, cellulose, linters. Also for follow- 
ing items mainly produced at home: sulfur, zine, lead, aluminum, Priority 
granted for defense and priority rated civilian requirements. 

Export controls.—Selective licensing used to prohibit or restrict export of goods 
required at home and to meet Italian commitments. Recentiy several commodi- 
ties added to export prohibition list; raw materials for which Itlay is net importer 
and manufactured products embodying scarce nonferrous metals. 
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Specific controls by commodities 
Coal.—Allocated by Ministry of Industry and Trade. 
Cotton linters.—Import licenses allocated through Defense Ministry. 
Nonferrous metals.—Prohibited or restricted for a wide range of commodities. 
Iron and steel.—Import licenses allocated with top priority for defense and 
defense-supporting industries. 
Sulfur.—Two billion lire (1 billion to mines) allocated to increase production. 
Tin plate.—Priority criteria established for use of imports. 


NETHERLANDS 


Direct controls.—On tin plate, copper, aluminum, and nickel regarding use and/or 
distribution to essential industries. Regulations effective. End-use copper 
prohibitions more extensive than OEEC or United States list, and estimated to 
save 1,000 to 1,500 tons. 

Informal or indirect controls.—Selective import licenses for metals granted after 
thorough end-use scrutiny. Export of many short supply items totally or par- 
tially prohibited. Export forbidden of aluminum, lead, zinc, and antimony bars, 
copper bars and wires, copper plate. 

DO priority system.—Through certification by Director of Government Control 
Office, October 25, 1951, ordinance requires firms receiving military orders from 
foreign governments to notify Government. Procedures established for NATO 
countries to receive preferential treatment of defense orders. 


Specific controls by commodities 

Aluminum— Nickel.—Extensive end-use prohibitions based on United States 
lists. 

Coal.—To industry cut 20 percent in 1951. 

Copper.—End-use prohibitions more extensive than OEEC or United States 
lists, 

Sulfur.—-One of several controlled commodities and Government has special 
authority regarding allocation, distribution, and end use. 

Timber.—Severely regulated uses expected to conserve over 100,000 cubic 
meters in 1951. 

Tin plate-——Can manufacturers require orders from Government-licensed 
packers. 

NORWAY 


Direct and indirect controls-A comprehensive system of end-use controls and 
prohibitions on searce materials based on informal agreements. Allocated items 
(e. g. copper, tin plate) distributed on a priority basis to civilian industry by 
Norwegian Directorate of Supply. Relationship between Government and in- 
dustry permits reduction of eritical materials to less essential industries as re- 
armament requirements expand. Controls over: (1) rationing of critical items, 
(2) allocation of raw materials to defense and essential industries, (3) selected 
distribution of finished goods to certain consumers, (4) continuous Government- 
industry agreements on various aspects of production (e. g. arrangement between 
Government and single aluminum producer as to production levels and distri- 
bution.) 

Controls on iron, steel, and copper correspond to OKEC and NATO recom- 
mendations and are comparable to United States. 

1951 tin plate consumption reduced 20 percent or 7,000 tons. Copper con- 
trols have saved 3,000 tons of alloys containing copper. Tight import controls 
permit channeling to essential industries. Building permits provide control over 
construction materials. 

Preferential treatment for defense orders.—Available to NATO countries through 
procedure established. 

Export controls.—All exports require license. 


Specific controls by commodities : 

Aluminum.—Agreement between Government and single producer gives 
defense priority. Consumption cut 10 percent below 1950. 

Fuels.—Coke rationed for 10 years. 

Copper.—Restrictions similar to United States and claimed to be more restric- 
tive. 

Iron and sieel.—Restrictions similar to United States and claimed to be more 
restrictive. 

Nickel.—Controlled by informal agreement with four consuming companies. 
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Pulp, paper, and timber —Building permits control timber. Pulpwood allo- 
‘rated to pulp industry. Newsprint limited to 25,000 tons per year. 
Sulfur.—Consumption controlled through cooperation between producers and 
consumers. 
Zinc.-—Regulations similar to United States limitations on usé by zine oxic 
producers. 
PORTUGAL 


Direct controls —None at present, but comprehensive decrees expected within 
a short time. MSA/E personnel who have reviewed planned controls believe 
they will be effective in the light of Portugal’s very small consumption of ma- 
terials in short supply in most industrial countries (e. g. no cobalt imported in 
1950, and nickel imports only 21,695 kilograms and used mostly for coinage.) 


SWEDEN 


Direct controls-—Most contro! measures by informal agreement and mora! 
suasion. Have, however, end-use limitations on copper and are considering 
them for zinc. Coke rationed for last 10 years. 

Informal, indirect controls—Voluntary end-use prohibitions of nickel an 
alloys for steel production. Several producers have agreed not to sell “‘standar: 
cement”’ except under Government authorization. 

Export controls.—Specific licenses required in principle. 


} 
} 
i 
j 
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Specific control by commodities 

Coal.—Coke rationed for 10 years. 

Copper.—OEEC common list of end-use and export prohibitions in effect since 
September 30, 1951. This is in addition to the voluntary restrictions in effect 
since late 1950. 

Nickel.—Voluntary restrictions in effect compatible with those in the United 
States. 

Steel and alloys required for steel production.—Voluntary agreements with pro- 
ducers to reduce consumption and use substitutes with low alloy content. 

Tin plate-—Government controls imports which facilitates direction to high 
priority uses. United States imports may only be used for food packaging. 

Zinc.—Adoption of OEEC common list has reduced use of zine in brass pro- 
duction. 

SWITZERLAND 


Direct controls —On copper for which the OEEC list including export restric- 
tions became effective January 1, 1952, and tin plate, on which comprehensive 
end-use prohibitions for less essential uses were established July 20, 1951. 

Export controls—Many short-supply commodities now require licenses. In 
June 1951, the Federal Council adopted a decision which remains in effect for a 
maximum period of 3 years and which provides a new statutory basis for dealing 
with problems relating to the control of imports and exports and the regulation of 
searce commodities in periods of shortages. 


TRIESTE 


Direct controls —-A March 10, 1951, regulation by the American military gov- 
ernment in Trieste requires local industry to report periodically on local inven- 
tories, amounts required and amounts used of the following materials: 

1. Ferrous ore and metals.—Pig iron, including spiegel, iron and manganese ore, 
pig iron scrap, crude steel ingots, finished steel, steel scrap, ferrous alloys. 

2. Nonferrous metals —Copper, including serap; nickel; tin, including scrap; 
aluminum, including serap; lead, including scrap; zine, including scrap; sulfur. 

3. Miscellaneous products.—Ges black, cotton, wool, hemp construction timber, 
solid fuels. 

The above data is then used to control and channel materials in short supply 
where they are most needed. 

Copper end-use prohibition.—In about 250 commodities (the OEEC common 
list) is in effect. 

TURKEY 

Direct controls.—On eid-use and export prohibitions of copper through adoption 
of the OKEC list. 

Indirect controls.—Via (a) selective issuance of import and export licenses, and 
(b) foreign exchange restrictions. 
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Scarce materials controlled generally by reducing or shutting off supply to less 
essential sectors. Government bulk purchases also accomplish same effect. 
United States type controls not considered feasible because private industry 
operated largely on a craft basis. 

Export controls.—Generally liberal. Export of nonferrous scrap, sulfur, coal 
prohibited. Only about 15 items require export licenses including: Copper, sheet 
and wire, iron, manganese, zinc, lead, iron ore and pyrites, zine ore, lead ore, 
copper alloys. 

Specific controls by commodities 

Coal.—Rationed for civilian use. 

Copper.—(See above.) Only 6,000 tons allocated to domestic uses in 1951, and 
the balance was exported by Government. 

Sulfur.—Exports prohibited. 


UNITED KINGDOM 


General control policy.—-Importance of maintaining exports means burden of 
shortages falls on domestic consumption. Steel shortages have caused some dis- 
location and short time working. 

Informal DO system began July 9, 1951, applicable to steel and nonferrous 
metals for specialized military equipment (not common use items) and preceded 
steel allocation system instituted February 4, 1952. 

The British Government announced on March 5, 1952, that superpriority shall 
be given to the production of the latest tvpe aireraft (including ammunition), 
equipment for the radar chain, centurion tanks, guided waepons, and parts of the 
antimine program. 

This superpriority takes precedence over all other programs and is fully ex- 
tendible by subcontractors on whom served for components or materials required 
except for controlled types of iron and steel, distribution of which must be in 
accordance with the iron and steel distribution order. However, appeals for 
these types of materials can be made to the authorities. The superpriority extends 
also to the hiring of production workers and, upon appeal, to the completion of 
buildings or plants. 

Formal allocation, as in wartime, on: Coal, pig iron, sulfur, sheet steel, tinplate. 
Other controls: ‘ 

(a) Across-the-board allocations, cuts and end-use prohibitions similar to 
United States of zine, copper, and nickel. 

(b) Tight controls over new capital and the issuance of building licenses and 
export and import licenses. 

(c) Ministry of Materials responsible for controlling consumption of raw mate 
rials. Board of Trade and Ministry of Supply responsible for allocation and 
distribution of a number of materials. 

Export con‘rols.—Imposed to conserve: (1) Scaree raw materials and semimanu- 
factures (e. g., iron and steel, nonferrous metals, alloys and ores, coal, cotton, paper. 
hides, ete.). (2) Manufactures and consumers goods. (3) Also to control arms and 
strategic‘items on security grounds (e. g., arms, atomic, equipment, radio, radar, 
ete.). 

Specific controls by commodities 

Ministry of Supply bulk purchases and allocates on an ad hoc basis: 

1. Aluminum. 

2. Copper.—Consumption reduced to 85 percent of first half of 1950. | End-use 
prohibitions on 200 items parallel to United States list, with some exceptions for 
exports. Export of unwrought copper prohibited. About 700 tons per quarter 
reduction of semimanufactured exports through controls or 50 percent of first 
half of 1950. 

3. Lead.—Use restricted 10 percent since February 1951. 

4. Zine—Over-all consumption reduced about 60 percent. End-use prohibi- 
tion list of over 200 items. Export of virgin zine prohibited. Export of semi- 
manufactures limited to 50 percent of first half of 1950. 

Magnesium.— Acquisition and end-use requires license. 

Nickel.—Delivery of anodes for plating cut to 50 percent of 1950. | End-use 
prohibitions, in wide range of products. Export license required. Export cut 
60 percent below 1950. 

Soft-woed, box boards and plywood.—Subject to allocation. 

Steel-—Users must submit forms giving requirements and inventory 





804 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Solid fuels.—Private users limited. Industrial allocation, priorities availab\c. 
if needed. 

Sulfuric acid.—Four categories of users, based on essentiality received from 10 
percent to 62 percent of first half of 1950. 


Informal, indirect controls by Government-industry agreement 
Carbon black.—Conditional import licensing. 
Cement.—1951 exports reduced by agreement about 11 percent—200,000 tons. 
Cotton linters.— Ministry of Materials approves import license applications, 
Molybdenum.—25 percent of supply reserved for urgent military requirements. 
Balance allocated by Ministry of Supply through working agreement. 
Newsprint.—Restricted to newspapers and magazine publishers. 
Paper.—Voluntary priority system directs paper to defense and dollar exports. 
Raw cotton.—Commission established to ration supplies. 
Comment.—New steel allocation system began February 4, 1952, may minimize 
dislocations due to steel shortages. Overwhelming importance of maintaining 
high export level is a complicating factor in United Kingdom controls. 


DerARTMENT OF COMMERCE, 
Washington, May 20, 1952. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. CuHarrMan: I should like to supplement our letter of March 21 
which presented several considerations against the adoption of H. R. 6843 
Since that time, we have learned of the specific industries which feel that they are 
handicapped in competing with imports because of our domestic controls on the 
use of raw materials in certain of their products, and we have now had an oppor- 
tunity to examine the import situation in a number of these products. Our 
findings reinforee the position stated in our original letter, and I believe they may 
be useful to the committee in its further consideration of H. R. 6843. 

Accordingly, I have had the attached memorandum prepared, which presents 
the results of this study in the case of-cigarette lighters, brass band instruments, 
safety pins, zippers, and flashlights. The study has found that, in general, 
recent increases in imports of these articles represent simply a return toward the 
historical relationships between imports and domestic output which prevailed 
before World War II. It will be remembered that there was an extended period 
during and after the war when our imports of these products were very low, owing 
to the limited ability of foreign suppliers to furnish such goods for the United 
States market. 

In most of these cases, the recently increased level of imports does not exceed 
that of the immediate prewar years, when American producers were entirely free 
of official limitations upon their use of raw materials. Moreover, in almost every 
case, even the recently increased flow of imports was found to amount to a very 
small percentage of the total United States production in the same line. 

In view of these findings, I feel even more strongly than at the time of our earlier 
letter that American domestic producers of these articles face no situation requiring 
quantitative limitation of imports. Moreover, the improving supply situation 
has recently been permitting a gradual relaxation of controls on some materials 
and the decontrol of others. During the period ahead, our allocating authorities 
will probably be able to allow domestic manufacturers more generous quantities 
of those materials which remain under control. 

Speaking broadly, I am deeply concerned over the serious effects which this 
and other current proposals for restriction of imports into the United States 
would have upon our own welfare and that of our friendly trading countries. In 
the aggregate, these import restrictions would not only reduce the ability of 
foreign peoples to continue to buy our exportable products in large volume, but 
would also materially injure the economies of many important foreign countries, 
and render it difficult for them to make their respective contributions toward the 
common defense program. Especially in view of our earnest efforts to persuade 
friendly countries to curtail exports to the Soviet bloc, it would be inconsistent 
for us to take measures that would at the same time curtail their markets in the 
United States, thereby forcing them to seek larger alternative outlets for their 
products. 

Sincerely yours, 
CHARLES SAWYER, 
Secretary of Commerce. 
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Memorandum, 
ANALYSIS OF RECENT IMpoRT TRENDS IN SELECTED Propucts 


Cigarette lighters.— The total value of cigar and cigarette lighters (other than 
those made of gold or platinum) imported into the United States in 1951 was 
about $185,000. While this total was somewhat higher than that for either 1949 
or 1950, it was considerably less than the $285,000 annual average for 1947 and 
1948, when domestic producers were unaffected by any governmental allocation 
of materials. The number of lighters imported in 1951 rose somewhat more 
than their value, since most of the increase was in lower-priced units coming 
mainly from Japan. Even so, the number of lighters imported last year was 
still less than half of that in prewar 1937. 

Brass band instruments.—The number of such instruments imported more than 
doubled from 1950 to 1951. However, the imports in 1950 were equal to only 
10 percent of domestic output that year, as compared with around 30 percent or 
more in prewar vears. Even in 1951, the number of these foreign instruments 
sold here was less than 80 percent of the imports in 1939. 

Safety pins.—Two considerations should be kept in mind in judging this situa- 
tion: First, that only in the very recent past have these imports recovered to 
anything resembling their prewar ratio to domestic output; and second, that the 
increase from $222,000 in 1950 to $390,000 in 1951 still brought imports to only 
a tiny percentage of United States production. That was reported at over 
$5,000,000 in the Census of Manufactures of 1947, the last for which this informa- 
tion is available, and is understood to have risen since to a much higher value. 

Zippers.—The annual output of the American zipper industry in 1947 was 
valued at $58 million, and is probably twice that now. Imports have been 
negligible since World War II until last year, when they amounted to $63,000. 
This is only one-tenth of the imports in 1939, and is equivalent to a fraction of 1 
percent of the value of our domestic output. Moreover, the American industry 
has been exporting at the rate of over $3 million a year since 1949. 

Flashlights.—Imports of flashlights last vear amounted to $104,000, compared 
with $63,000 in 1950. Even these increased imports, however, seem insignificant 
against the large value of the output of our domestic industry, which was reported 
as $24 million in the 1947 Census of Manufactures, and is doubtless much larger 


now. United States export of flashlights in 1951 exceeded $2 million, or 20 times 
the value of our imports of that class of goods. 





